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Income from an Office or 
Employment 


ITA 
6(1)(g)(iii) 


Deductions in Computing 
Income from an Office or 
Employment 


ITA 
8 


ITA 
8(1)(m) 


Clause 1 


Subsection 6(1) of the Act specifies certain amounts that must be included in 
computing a taxpayer’s income for a taxation year from an office or employ- 
ment. Paragraph 6(1)(g) requires the inclusion of all amounts received by a 
taxpayer in the year out of an employee benefit plan or from the disposition 
of an interest in such a plan, other than certain amounts specifically 
excluded. Subparagraph 6(1)(g)(iii) specifically excludes pension benefits 
attributable to services rendered by a person while he was not resident in 
Canada. This subparagraph is amended, applicable to the 1988 and subse- 
quent taxation years, to change “a period during which” to read “‘a period 
throughout which”. The amendment is made for the purpose of clarifying 
that the exclusion is limited to those pension benefits attributed to periods of 
services throughout which the recipient was not resident in Canada. Pension 
benefits so excluded from employment income are nevertheless required to be 
included in the income of a recipient who is resident in Canada as income 
from other sources under paragraph 56(1)(a) of the Act. 


Clause 2 


Section 8 of the Act permits an employee to deduct certain employment- 
related expenses in computing his income from an office or employment. 


Subclause 2(1) 


Existing paragraph 8(1)(m) of the Act provides for the deduction of 
employee contributions to a registered pension plan (RPP), within specified 
limits. Contributions made to an RPP by a taxpayer in a year are deductible 
under each subparagraph as follows: 


e 8(1)(m)(1) — contributions to the plan in respect of services rendered by 
the taxpayer in the year, subject to a maximum of $3,500; 


e §8(1)(m)(ii) — contributions in the year of up to $3,500 in respect of ser- 
vices rendered by the taxpayer in prior years in which the taxpayer was 
not a contributor to the plan, subject to an overall limit of $3,500 with 
respect to each year in which the taxpayer was not a contributor to the 
plan; and 

e 8(1)(m)(iii) — contributions in the year in respect of services rendered by 
the taxpayer in prior years in which he was a contributor to the plan, 
subject to a maximum of $3,500 minus the total of amounts deducted in 
the year under subparagraphs (i) and (ii). 


The amendment to paragraph 8(1)(m) eliminates all deductions in respect of 
additional voluntary contributions (AVCs) made by employees to RPPs in 


ITA 
8(1)(m.1) 


respect of past services. AVCs, as defined in subsection 248(1), are contribu- 
tions made by an employee on an optional basis to an RPP and that will be 
used to provide additional benefits based on the amount of the contributions 
and any earnings attributable thereto. Past service AVCs made after 
October 8, 1986 — the date on which the new rules relating to the tax treat- 
ment of retirement savings were announced by the Minister of Finance — are 
not deductible and those made on or before that date are not deductible after 
the 1986 taxation year. (Note that provision is made in new section 60.2 for 
the tax-free withdrawal of undeducted voluntary RPP contributions from the 
pension plan — or from an RRSP or RRIF to which such contributions have 
been transferred — provided such amounts are withdrawn on or before 
December 31, 1989.) 


A related amendment is also being made to subsection 8(8), and new subsec- 
tion 8(1.1) is being introduced to allow a taxpayer to determine the portion 
of his AVCs made prior to October 9, 1986 that will be treated as past ser- 
vice AVCs and as such qualify for the special deduction provided in new sec- 
tion 60.2. Reference should be made to the commentary under those provi- 
sions for further details. 


For the 1989 and subsequent taxation years, paragraph 8(1)(m) is being 
amended to provide that employee contributions to a registered pension plan 
are deductible in computing income from an office or employment only to the 
extent allowed by new subsection 147.5(4). This amendment is consequential 
on the introduction of new section 147.5, which provides a complete set of 
rules regarding the deductibility of employee RPP contributions. 


Subclause 2(2) 


Existing paragraph 8(1)(m.1) of the Act provides a deduction in respect of 
required employee current service contributions to a registered pension plan 
(RPP) that exceed the $3,500 maximum deductible in respect of such contri- 
butions under subparagraph 8(1)(m)(i). The deduction under this paragraph 
is available only in respect of contributions made to fund defined benefits 
(pension benefits that are determined in accordance with a formula) but does 
not apply with respect to contributions used to provide money purchase ben- 
efits (pension benefits that depend on the amount of money accumulated to 
fund the benefits). Existing paragraph 8(1)(m.1) is being repealed for the 
1989 and subsequent taxation years as a consequence of the amendment to 
paragraph 8(1)(m) and the introduction of new subsection 147.5(4) which 
sets out, for the 1989 and subsequent taxation years, the rules regarding the 
deductibility of employee RPP contributions. 


A new paragraph 8(1)(m.1) is being introduced to provide a deduction in 
respect of certain employee contributions to a retirement compensation 
arrangement (RCA). An RCA isa plan or arrangement under which an 
employer makes payments to a custodian in order that benefits may be paid 
to an employee or any other person after the employee retires or otherwise 
severs his employment. Numerous arrangements, including RPPs, are 
specifically excluded from the definition of an RCA. Employee contributions 


ITA 
8(1.1) 


ITA 
8(6) and (7) 


to an RCA are currently not deductible. New paragraph 8(1)(m.1) will 
allow, for the 1989 and subsequent taxation years, a deduction in respect of 
employee contributions to a retirement compensation arrangement that was 
previously an RPP that had its registration revoked, where the contributions 
are made in accordance with the terms of the plan as last registered. This 
provision ensures that employees will continue to be able to deduct their con- 
tributions after the revocation of the registration of an RPP. However, new 
paragraph 8(1)(m.1) does not apply if the registration of an RPP is revoked 
from the effective date of its registration. 


Subclause 2(3) 


New subsection 8(1.1), applicable to the 1986 taxation year, is a transitional 
measure which is consequential on the amendment to existing paragraph 
8(1)(m) to eliminate the deductibility of past service additional voluntary 
contributions (AVCs). Past service AVCs made after October 8, 1986 are 
not deductible and those made before October 9, 1986 are not deductible 
after the 1986 taxation year. 


New subsection 8(1.1) permits a taxpayer to designate, in his tax return for 
1986, that all or any part of an additional voluntary contribution in 1986 and 
before October 9, 1986 be treated as past service AVCs. This ensures that a 
taxpayer who intended to make both current and past service AVCs in 1986, 
and who made his current service AVCs first, has an opportunity to claim a 
deduction in his 1986 taxation year in respect of past service AVCs. 


Subclause 2(4) 


Existing subsection 8(6) of the Act establishes a limit of $3,500 for the 
amount that may be deducted by a taxpayer in a taxation year under sub- 
paragraph 8(1)(m)(i) in respect of current service contributions to a regis- 
tered pension plan (RPP) and a limit of $3,500 for the amount that may be 
deducted under subparagraph 8(1)(m)(ii) in respect of past service contribu- 
tions to an RPP in respect of services rendered while the taxpayer was not a 
contributor to the plan. Subsection 8(6) is being repealed for the 1989 and 
subsequent taxation years as a consequence of the amendment to existing 
paragraph 8(1)(m) and the introduction of new subsection 147.5(4) which 
sets out, for the 1989 and subsequent taxation years, the rules regarding the 
deductibility of employee contributions to RPPs. For a description of the 
limits under the new system, reference should be made to the commentary 
under new subsection 147.5(4). 


Existing subsection 8(7) of the Act modifies, for teachers, the deduction 
provided by existing subparagraph 8(1)(m)(ii) of the Act. Generally, a past 
service contribution made by a taxpayer to an RPP is deductible under exist- 
ing subparagraph 8(1)(m)(ii) only if the contribution is in respect of services 
rendered by the taxpayer while he was not a contributor to the plan. 
Subsection 8(7) eliminates this condition if a taxpayer makes a past service 


ITA 
8(8) 


Deductions Prohibited — 
Business and Property Income 


ITA 
18(11)(c) 


contribution while he is a teacher employed by Her Majesty or by a tax- 
exempt employer, so that the deductibility of all past service contributions 
made by such a taxpayer is determined in accordance with subparagraph 
8(1)(m)(ii). Subsection 8(7) is being repealed for the 1989 and subsequent 
taxation years, as a consequence of the amendment to existing paragraph 
8(1)(m) and the introduction of new subsection 147.5(5), which continues, 
for the 1989 to 1994 taxation years, the special treatment extended to 
teachers under existing subsection 8(7). 


Subclause 2(5) 


Existing subparagraphs 8(1)(m)(ii) and (iti) of the Act permit a taxpayer to 
deduct his past service contributions to a registered pension plan (RPP). 
Contributions are deductible under these subparagraphs in computing 
income for a taxation year only if the contributions are made in the year, and 
only to the extent that the contributions do not exceed specified limits. Exist- 
ing subsection 8(8) of the Act allows a taxpayer to carry forward the non- 
deductible portion of his past service contributions and to claim a deduction 
under subparagraph 8(1)(m)(ii) or (iii) in respect of such contributions in 
subsequent taxation years as if the amount carried forward were contributed 
in the subsequent years. Revenue Canada administers subsection 8(8) to also 
allow the carry forward of undeducted required current service defined 
benefit contributions. 


Subsection 8(8) is amended, for the 1987 and 1988 taxation years, to exclude 
additional voluntary contributions (AVCs) from the contributions that may 
be carried forward and deducted in subsequent years. This amendment, in 
conjunction with the amendment to subparagraphs 8(1)(m)(ii) and (iii) of 
the Act, implements the elimination of all deductions in respect of past 
service AVCs. 


Subsection 8(8) is repealed for the 1989 and subsequent taxation years. This 
repeal is consequential on the amendment to paragraph 8(1)(m) and the 
introduction of subsection 147.5(4) which sets out, for the 1989 and subse- 
quent taxation years, the rules regarding the deductibility of employee contri- 
butions to RPPs. New subsection 147.5(4) includes the rules currently found 
in subsection 8(8). 


Subclauses 2(6) to (9) 


These set out the effective dates for the amendments to section 8 of the Act. 


Clause 3 


Paragraphs 20(1)(c), (d), (e) and (k) of the Act permit a deduction for inter- 
est and other financing expenses. Subsection 18(11) prohibits the deduction 
of such expenses that relate to indebtedness incurred for certain purposes. 


Deductions Permitted — 
Business and Property Income 
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20 


ITA 
20(1)(q) 


Paragraph 18(11)(c) denies the deduction where the funds are borrowed for 
the purposes of making a contribution to a registered pension plan (RPP) or 
a deferred profit sharing plan after November 12, 1981. Subparagraph 
18(11)(c)(4) provides an exception to this rule if the contribution is a past 
service contribution to an RPP made by an employee pursuant to an obliga- 
tion entered into prior to November 13, 1981. Subparagraph 18(11)(c)(i) is 
amended, applicable to the 1989 and subsequent taxation years, to refer to 
subparagraphs 8(1)(m)(ii) and (iii) as they read in their application to the 
1988 taxation year. This amendment is strictly consequential on the repeal of 
those subparagraphs. 


Subparagraph 18(11)(c)(ii) provides another exception to the general rule in 
paragraph 18(11)(c) in the case of employer contributions which are deduct- 
ible under paragraphs 20(1)(q), (s) or (y). This subparagraph is amended for 
the 1990 and subsequent taxation years to delete the reference to paragraph 
20(1)(s). This amendment is strictly consequential on the repeal of 
paragraph 20(1)(s). 


Clause 4 


Section 20 of the Act sets out rules providing specifically for the deduction of 
certain outlays, expenses and other costs in computing a taxpayer’s income 
from a business or property. 


Subclause 4(1) 


Existing paragraph 20(1)(q) of the Act permits an employer to deduct con- 
tributions which he makes to a registered pension plan (RPP) in respect of 
current services of his employees, subject to specified limits. This paragraph 
is being amended to provide that employer contributions to an RPP are 
deductible in computing income from a business or property to the extent 
allowed by new subsection 147.5(1). This amendment is consequential on the 
introduction of new section 147.5, which provides a complete set of rules 
regarding the deductibility of contributions to RPPs. For details with respect 
to the deductibility of employer RPP contributions under the new system, 
reference should be made to the commentary under subsections 147.5(1) 
and (2). 


The amendment to paragraph 20(1)(q) is applicable to the 1989 and subse- 
quent taxation years, except that if an employer’s 1989 taxation year com- 
mences in 1988, the existing provisions regarding the deductibility of 
employer contributions to an RPP will be applicable to contributions made in 
1988, while the new provisions will be applicable to contributions made 

in 1989. 


ITA 
20(1)(s) 


ITA 
20(22) and (23) 


Subclause 4(2) 


Existing paragraph 20(1)(s) of the Act provides a deduction for employer 
contributions to a registered pension plan (RPP) made in respect of past ser- 
vices of employees. It also provides a special deduction for certain current 
service contributions that are not deductible under existing paragraph 
20(1)(q) of the Act. Contributions are deductible under paragraph 20(1)(s) 
only to the extent they are made on the recommendation of an actuary and 
are approved by the Minister of National Revenue. Paragraph 20(1)(s) is 
being repealed as a consequence of the amendment to paragraph 20(1)(q) 
and the introduction of new subsections 147.5(1) and (2) which set out the 
new rules regarding the deductibility of employer contributions to RPPs. 


The repeal of paragraph 20(1)(s) is effective for the 1989 and subsequent 
taxation years with respect to contributions made after 1988. 


Subclause 4(3) 


Existing subsections 20(22) and (23) of the Act limit the amounts that may 
be deducted under paragraphs 20(1)(q) and (s) by a related group of 
employers who contribute to one or more registered pension plans (RPPs) on 
behalf of an employee. These provisions have the effect of treating a related 
group of employers as a single employer for the purpose of determining the 
amount of RPP contributions that is deductible in respect of any particular 
employee. 


Subsections 20(22) and (23) are being repealed for the 1989 and subsequent 
taxation years as a consequence of the introduction of new subsection 
147.1(17) which, in conjunction with new section 147.6, permits the Minister 
of National Revenue to deregister an RPP if the total pension adjustment of 
a member of the plan in respect of related employers exceeds a specified 
limit. New subsection 147.1(17) achieves, in an indirect manner, the same 
result as do existing subsections 20(22) and (23). To avoid violating the pen- 
sion adjustment test, an RPP will have to include provisions limiting contri- 
butions to the plan or benefits provided under the plan when related employ- 
ers participate in the plan or other RPPs. 


The repeal of subsections 20(22) and (23) is effective for the 1989 and subse- 
quent taxation years, except that if an employer’s 1989 taxation year com- 
mences in 1988, the subsections will continue to apply for contributions made 
in 1988. 


Subclause 4(4) 


This sets out the effective date for the amendments to section 20 of the Act. 


Deductions in Computing 
Income 


ITA 
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Clause 5 


Section 60 of the Act provides for various deductions in computing income, 
including deductions in respect of: 


* certain payments to registered retirement savings plans, registered 
pension plans and deferred profit sharing plans, 


e benefits paid out of retirement compensation arrangements, and 


e proceeds from the disposition of interests in retirement compensation 
arrangements. 


Subclause 5(1) 


Existing paragraph 60(j) of the Act allows a taxpayer a special deduction in 
respect of amounts paid, in a taxation year or within 60 days after the end of 
the year, to registered pension plans (RPPs) and to registered retirement 
savings plans (RRSPs) under which the taxpayer is the annuitant. The 
deduction in any year is limited to the total of the following amounts 
received by the taxpayer and included in his income for the year: 


¢ pension benefits out of RPPs, 


e pension benefits out of non-registered pension plans, if the benefits are 
attributable to services rendered by a person while he was not resident in 
Canada, 


e¢ payments under the Old Age Security Act, 


¢ payments under the Canada Pension Plan or the Quebec Pension Plan, 
and 


¢ amounts received out of deferred profit sharing plans (DPSPs). 


Paragraph 60(j) permits, in effect, a tax-free transfer of the listed amounts to 
RPPs and RRSPs. It should be noted, however, that tax may be withheld 
from such amounts when they are paid to a taxpayer; any amount withheld 
will be taken into account in determining the tax owed by the taxpayer for a 
year or the refund to which he is entitled. 


The amendments to paragraph 60(j) narrow the classes of receipts that can 
be transferred to RPPs and RRSPs on a tax-free basis. All amendments, 
including those made by subclause 5(9) for taxation years prior to 1990, are 
described below. 


For the 1986 and 1987 taxation years, paragraph 60(j) is amended to exclude 
a deduction with respect to any payment in respect of which the taxpayer 
claims a deduction under new subsection 60.2(1). New subsection 60.2(1) 
allows a taxpayer a deduction in respect of amounts received by him and 


included in his income, where the amounts are derived from additional volun- 
tary contributions (AVCs) made by him to an RPP in respect of his past ser- 
vice and were not deducted by him in computing his income for any year. In 
all other respects, the maximum deduction under paragraph 60(j) is deter- 
mined for the 1986 and 1987 taxation years in the same manner as under the 
existing paragraph. 


For the 1988 taxation year, paragraph 60(j) is amended to exclude a 
deduction with respect to any amount paid if 


e the taxpayer claims a deduction under new subsection 60.2(1) in respect 
of the payment, or 


e the payment is made in respect of an actuarial surplus under a registered 
pension plan. 


Apart from these exclusions, the maximum deduction is determined for the 
1988 taxation year in the same manner as under existing paragraph 60(j). 


A special transitional rule is provided in paragraph 60(j.01) to deal with 
transfers of the actuarial surplus of a pension plan to another RPP or an 
RRSP in 1988. 


For the 1989 taxation year, paragraph 60(j) is amended so that in 
determining the maximum deduction which a taxpayer may claim under 
the paragraph in the year, the following amounts are not included: 


e lump sum payments out of RPPs, 


¢ payments out of RPPs in respect of which the taxpayer claims a deduc- 
tion under new subsection 60.2(1), and 


e lump sum payments out of DPSPs. 


Apart from these exclusions, the maximum deduction is determined for the 
1989 taxation year in the same manner as under existing paragraph 60(j). 


The amendment to paragraph 60(j) to eliminate the tax-free rollover of lump 
sum payments received from RPPs and DPSPs is consequential on the intro- 
duction of new section 147.2, which provides rules regarding the transfer of 
amounts from RPPs to RRSPs and other RPPs, and new subsections 147(19) 
to (21), which provide rules regarding the transfer of amounts from DPSPs 
to registered plans generally. Reference should be made to the commentary 
under those new provisions for details regarding inter-plan transfers 

after 1988. 


For the 1990 and subsequent taxation years, paragraph 60(j) is amended to 
limit the deduction which a taxpayer may claim under the paragraph in a 
year to the total of those lump sum payments received by him in the year 
from non-registered pension plans that are attributable to services rendered 
while the taxpayer was not resident in Canada. Thus, after 1989 only such 
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lump sum payments will be eligible for a tax-free rollover, under paragraph 
60(j), to RRSPs and RPPs. Other inter-plan transfers are governed by the 
new rules in sections 147 and 147.2. 


Subclause 5(2) 


New paragraph 60(j.01) provides a special transitional rule for 1988 to 
permit a deduction where a taxpayer receives a payment in respect of the 
actuarial surplus under a registered pension plan (RPP) and pays a corre- 
sponding amount as a contribution to an RPP or as a premium under a regis- 
tered retirement savings plan (RRSP). The deduction is available only if the 
taxpayer receives the payment before March 28, 1988 and pays the contribu- 
tion to the RPP or the premium under the RRSP before March 1, 1989. 


Paragraph 60(j.01) is a grandfathering provision consequential on the 
amendment to paragraph 60(j) to eliminate the tax-free transfer of actuarial 
surpluses under that paragraph. Paragraph 60(j.01) ensures that the elimina- 
tion of the tax-free rollover will be effective only after the date on which it is 
announced. 


Subclause 5(3) 


Paragraph 60(j.1) of the Act allows a deduction to a taxpayer who transfers 
a retiring allowance to a registered pension plan (RPP) or to a registered 
retirement savings plan (RRSP). This deduction in effect permits a tax-free 
transfer of the retiring allowance to an RPP or an RRSP. The existing 
deduction is limited to $2,000 for each year the taxpayer was employed by 
the employer who paid the retiring allowance (or who contributed to the 
retirement compensation arrangement under which the allowance was paid) 
or by a person related to the employer. An additional deduction of $1,500 is 
provided for each such year in respect of which no employer contributions to 
a pension plan or deferred profit sharing plan have vested in the taxpayer. 


Paragraph 60(j.1) is being amended to replace the existing limit by a single 
limit of $2,000 for each year of service after 1987. For years of service prior 
to 1988, the existing limits will continue to apply. 


The amendment to paragraph 60(j.1) is applicable to the 1988 and 
subsequent taxation years. 


Subclause 5(4) 


New paragraph 60(j.2) allows a married taxpayer a deduction in respect of 
periodic payments received out of a registered pension plan (RPP) ora 
deferred profit sharing plan (DPSP) and paid to a registered retirement 
savings plan (RRSP) under which his spouse is the annuitant. In effect, 
paragraph 60(j.2) permits a tax-free transfer of such periodic amounts to a 
spousal RRSP. The deduction is limited in each year to a maximum of 
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$6,000. For example, if a taxpayer receives $10,000 of pension income in a 
year from an RPP and transfers $2,500 of this income to his own RRSP, 
pursuant to paragraph 60(j), then he may transfer up to $6,000 of this 
income on a tax-free basis to a spousal RRSP. If the taxpayer were to 
transfer $7,000 to his own RRSP, then the remaining $3,000 could be 
transferred to a spousal RRSP. 


New paragraph 60(j.2) is applicable to the 1989 to 1994 taxation years. It is 
a transitional measure, intended to provide taxpayers who are retired or are 
nearing retirement, and particularly those whose pension plans do not provide 
survivor benefits, with an opportunity to set aside untaxed pension income for 
the benefit of their spouses. For the 1990 to 1994 taxation years, the rollover 
under paragraph 60(j.2) replaces the rollovers of periodic RPP and DPSP 
payments under paragraphs 60(j) and (k), which are being eliminated 

after 1989. 


Subclause 5(5) 


Existing paragraph 60(k) provides a deduction to a taxpayer with respect to 
an amount received from a deferred profit sharing plan (DPSP) and 
transferred to another DPSP. 


Paragraph 60(k) is amended for the 1989 taxation year to restrict the tax- 
free transfer available under the paragraph to periodic payments received 
from DPSPs. This change corresponds to the change to paragraph 60(j) for 
the 1989 taxation year, and is consequential on the introduction of new rules 
in subsections 147(19) to (21) relating to the transfer of amounts from a 
DPSP to another registered plan. Reference may be made to the commentary 
under those new subsections for details regarding the tax-free transfer of 
lump sum amounts after 1988. 


Paragraph 60(k) is repealed for the 1990 and subsequent taxation years. 
Thus, a taxpayer will not be permitted to transfer periodic amounts on a 
tax-free basis from one DPSP to another after 1989. 


Subclause 5(6) 


Paragraph 60(1) of the Act allows a deduction to an individual who receives a 
refund of premiums out of a registered retirement savings plan (RRSP) on 
the death of an annuitant who was his spouse (or a person on whom the 
individual was dependent by reason of infirmity), and transfers the refund to 
another RRSP, to a registered retirement income fund (RRIF), or to an eli- 
gible annuity. The deduction is also available where the commuted value of 
the retirement income under an individual’s RRSP or payments under his 
RRIF in excess of the minimum required payments are directly transferred 
to any of the permitted investments. Eligible annuities include 
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¢ a joint and last survivor annuity with the individual’s spouse as the joint 
annuitant, and 


e¢ anannuity for a fixed number of years equal to the number of years 
until the individual, or his spouse, attains 90 years of age. 


Paragraph 60(1) is amended to provide a deduction to a common-law spouse 
who transfers a refund of premiums to any of the permitted investments. As 
defined in new subsection 147.1(1) of the Act, a common-law spouse of an 
individual is a person who has cohabited with the individual in a conjugal 
relationship for at least one year. (An amount paid to a common-law spouse 
on the death of an annuitant will be regarded as a refund of premiums pursu- 
ant to a change to section 146.) The paragraph is also amended so that, for 
the purposes of the annuities described above, a common-law spouse is 
treated the same as a legally married spouse. The amendment to paragraph 
60(1) is effective for the 1988 and subsequent taxation years. 


Subclause 5(7) 


Paragraph 60(t) of the Act provides a special deduction to an individual who 
is required by paragraph 56(1)(x) or (z) or subsection 70(2) to include ben- 
efits paid out of a retirement compensation arrangement (RCA) in comput- 
ing his income. Under existing clause 60(t)(ii)(A), an individual may recover 
his contributions to an RCA before any benefits received by him out of the 
arrangement are taxable. 


Clause 60(t)(ii)(A) is amended to exclude a recovery of those contributions 
made by an individual to an RCA that are deductible under amended para- 
graph 8(1)(m.1). That paragraph permits a deduction for certain employee 
contributions to an RCA that is a pension plan whose registration had previ- 
ously been revoked. A recovery of such deductible contributions will be 
included in the individual’s income when they are paid out of the RCA. This 
amendment, which is consequential on the amendment to paragraph 
8(1)(m.1), is applicable to the 1989 and subsequent taxation years. 


Subclause 5(8) 


Paragraph 60(u) of the Act provides a special deduction to an individual who 
disposes of an interest in a retirement compensation arrangement (RCA) and 
is required by paragraph 56(1)(y) to include the proceeds in computing his 
income. Under existing clause 60(u)(ii)(A), an individual may recover his 
contributions to an RCA before any proceeds of disposition are taxable. 


Clause 60(u)(ii)(A) is amended to deny the deduction for the recovery of 
those contributions to an RCA that are deductible under amended paragraph 
8(1)(m.1). As a result, to the extent that the proceeds of disposition represent 
a return of previously deductible contributions those proceeds will be 
included in income. This amendment, which is analogous to the amendment 
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to clause 60(t)(ii)(A), is consequential on the amendment to paragraph 
8(1)(m.1), and is applicable to the 1989 and subsequent taxation years. 


Subclauses 5(9) to (13) 


These set out the effective dates for the amendments to section 60 of the Act. 


Clause 6 


Changes are being made to the Act dealing with the deductibility of addi- 
tional voluntary contributions (AVCs) paid to registered pension plans 
(RPPs) in respect of past service. Past service AVCs made after October 8, 
1986 are no longer deductible and past service AVCs made before October 9, 
1986 are not deductible after 1986. 


New section 60.2 is added to the Act, applicable to the 1986 and subsequent 
taxation years, to provide taxpayers who made past service AVCs before 
October 9, 1986, which they were unable to deduct before 1987, with a 
deduction on the withdrawal of such AVCs before 1990. 


New paragraph 60.2(1)(a) provides a taxpayer with a deduction in respect of 
each amount that he receives after October 8, 1986 and on or before Decem- 
ber 31, 1989 from an RPP, a registered retirement savings plan (RRSP) ora 
registered retirement income fund (RRIF) to the extent that the amount 
represents a refund of undeducted past service AVCs made by him to an 
RPP before October 9, 1986. 


New paragraph 60.2(1)(b) provides a deduction relating to undeducted past 
service AVCs that have been used before October 9, 1986 to acquire an 
annuity or have been transferred before October 9, 1986 toa RRIF (referred 
to in that paragraph as “annuitized voluntary contributions”). A taxpayer 
may deduct such annuitized voluntary contributions in his 1987 and subse- 
quent taxation years subject to a maximum deduction each year equal to the 
lesser of $3,500 and the amount received by the taxpayer in the year from 
RPPs, RRSPs, RRIFs and annuities acquired with RRSP funds. This para- 
graph complements new paragraph 60.2(1)(a), and provides relief to 
taxpayers who are not able to take advantage of the deduction provided 
therein because their undeducted past service AVCs have been used to 

fund an annuity or have been transferred toa RRIF. 


New subsection 60.2(2) defines the expression “balance of the annuitized 
voluntary contributions” of a taxpayer at the end of a taxation year for the 
purposes of the deduction under paragraph 60.2(1)(b). This is the amount 
that remains to be deducted by a taxpayer under paragraph 60.2(1)(b). It is 
equal to the total of the past service AVCs made by a taxpayer to RPPs and 
either used before October 9, 1986 to acquire an annuity or transferred 
before October 9, 1986 toa RRIF, minus the portion of the total that has 
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been deducted in computing the taxpayer’s income for a prior year or that is 
deducted under a provision other than paragraph 60.2(1)(b) in computing his 
income for the current year. 


Clause 7 


Section 87 of the Act deals with the tax treatment of the amalgamation of 
two or more taxable Canadian corporations. New paragraph 87(2)(q) is 
added as a consequence of the addition to the Act of the rules relating to reg- 
istered pension plans. The new paragraph treats an amalgamated corporation 
as a continuation of its predecessors for the purposes of these rules. New 
paragraph 87(2)(q) is applicable after 1987, and applies in the case of all 
amalgamations, whether before or after the effective date of the paragraph. 
The paragraph also applies, pursuant to paragraph 88(1)(e.2) of the Act, for 
the purposes of the rules relating to the winding-up of a subsidiary into its 
parent corporation. 


Clause 8 


Section 146 of the Act deals with registered retirement savings plans 
(RRSPs). Major amendments are being made to this section to implement 
the comprehensive limits for tax assistance to retirement saving, announced 
on October 9, 1986 and modified in the June 18, 1987 tax reform proposals. 
Amendments are also being made: to alter the definition of “earned income”; 
to require amounts transferred to a spousal RRSP under new paragraph 
60(j.2) to be included for the purposes of the special attribution rules in sub- 
section 146(8.3); to restrict the rollover for transfers of funds by an RRSP to 
another registered plan provided by subsection 146(16) to transfers prior to 
the maturity of an RRSP; and to extend the meaning of the term “‘spouse”’ to 
include certain common-law spouses for the purpose of certain RRSP 
provisions. 


Subclause 8(1) 


Paragraph 146(1)(c) of the Act defines “earned income’, which is relevant 
in determining the maximum deduction in respect of premiums under an 
RRSP. Under the existing definition, earned income is the aggregate of: 


e income from offices and employment (as computed in accordance with 
sections 5 to 8 of the Act, but without the deduction of contributions to 
the Canada Pension Plan (CPP) and the Quebec Pension Plan (QPP) 
and contributions to registered pension plans), 


e superannuation or pension benefits, 
e retiring allowances, 


e death benefits, 
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royalties in respect of a work or invention of which the taxpayer was the 
author or inventor, 


alimony and maintenance payments received from the taxpayer’s spouse 
or former spouse, 


amounts received from an RRSP, 
amounts received from a supplementary unemployment benefit plan, 
taxable payments from a deferred profit sharing plan or a revoked plan, 


income from carrying on a business either alone or as a partner actively 
engaged in the business, and 


rental income from real property 


minus 


losses from carrying on a business, 
losses from the rental of real property, 


transfers of retiring allowances and certain amounts from registered 
plans that are deductible under paragraphs 60(j), (j.1), (1) or (m), and 


amounts relating to property of an RRSP that are deductible under 
subsection 146(6) or (7). 


Paragraph 146(1)(c) is being amended for the 1988 and subsequent taxation 
years to make the following changes in the computation of earned income: 


(a) the amount of income from offices and employment included in 
earned income is to be determined as for the 1987 taxation year, 
except that no deduction is to be made in respect of unemployment 
insurance premiums, contributions to registered pension plans in 
excess of $3,500, and (commencing in the 1989 taxation year) 
deductible contributions to retirement compensation arrangements; 


(b) earned income is to include maintenance payments received by a 
common-law spouse that are required by paragraph 56(1)(c.1) to 
be included in the spouse’s income, and research grants net of 
certain related expenses; and 


(c) earned income is to be reduced by alimony and maintenance pay- 
ments deductible under paragraphs 60(b), (c) and (c.1). 


Paragraph 146(1)(c) is also being amended to reduce earned income by 
amounts deductible under new paragraph 60(j.01), which is a transitional 
rule providing for the tax-free transfer of an actuarial surplus under a regis- 
tered pension plan (RPP) to another RPP or an RRSP, and new paragraph 
60(j.2), which provides for a tax-free transfer, in the 1989 to 1994 taxation 
years, of periodic income from an RPP or a DPSP to a spousal RRSP. This 
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amendment is consequential on the introduction of new paragraphs 60(j.01) 
and (j.2), and is applicable for the 1988 and 1989 taxation years. 


Paragraph 146(1)(c) is being amended for the 1990 and subsequent taxation 
years in two further respects. First, the following amounts will no longer be 
included in earned income: 


¢ superannuation or pension benefits, 

e retiring allowances, 

e death benefits, 

¢ amounts received from an RRSP, and 


e taxable payments from a DPSP or a revoked plan. 


Second, and as a consequence of the exclusion of such amounts from earned 
income, amounts deductible under paragraphs 60(j), (j.1), (1) and (m) and 
under subsections 146(6) and (7) of the Act will no longer reduce earned 
income. 


Subclause 8(2) 


New paragraph 146(1)(d.1) adds a definition of “net past service pension 
adjustment” (net PSPA) to section 146 of the Act, applicable to the 1989 
and subsequent taxation years. 


Net PSPA provides one of the links, in the new system of comprehensive 
limits for tax-assisted retirement saving, between the benefits to which a tax- 
payer is, or may become, entitled under a registered pension plan (RPP) and 
the tax-deductible contributions that he is entitled to make to RRSPs. A tax- 
payer’s net PSPA for a year is the amount by which both his RRSP deduc- 
tion limit for the year and his unused RRSP deduction room at the end of the 
year are reduced on account of an improvement to his benefits under an RPP 
in respect of service in prior years. 


New paragraph 146(1)(d.1) defines a taxpayer’s net PSPA for a year as the 
total of his past service pension adjustments (PSPAs) for the year minus his 
PSPA transfers for the year and his PSPA withdrawals for the year. These 
latter two amounts are determined in accordance with prescribed rules, and 
are explained in the commentary on draft subsections 7706(7) and (10) of 
the Income Tax Regulations. 


In the simplest case, where a taxpayer’s past service benefits under an RPP 
are upgraded and the taxpayer has sufficient RRSP deduction room to 
accommodate the upgrade, net PSPA will frequently equal the taxpayer’s 
PSPA associated with the upgrade. PSPA is, in general terms, the additional 
pension adjustments that would have been determined for the prior years if 
the RPP had provided for the upgraded benefits at the time each pension 
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adjustment was first required to be determined. PSPA is described more fully 
in the commentary on draft section 7703 of the Income Tax Regulations. 


In some cases, a taxpayer may transfer an amount from his RRSP to an RPP 
in order to partially or fully fund the additional past service benefits with 
which he is credited under the RPP. Such transferred amounts, as well as 
amounts transferred from deferred profit sharing plans and certain amounts 
transferred from other pension plans, are included, subject to limits, in a tax- 
payer’s PSPA transfers. The amount of a taxpayer’s PSPA transfers is 
deducted in the computation of his net PSPA, in recognition of the fact that 
money that is already tax-sheltered is being used to provide the benefits 
which give rise to the PSPA. 


If the taxpayer has insufficient room for a past service benefit improvement 
after taking into account transfers from other registered plans, he may with- 
draw money from his RRSP in order to open up further room. Such with- 
drawals in a year (and withdrawals in the immediately preceding year) as are 
designated by a taxpayer by filing a prescribed form with Revenue Canada 
are included, subject to limits, in his PSPA withdrawals for the year, which is 
deducted in the computation of his net PSPA for the year. 


Subclause 8(3) 


New paragraph 146(1)(g.1) adds a definition of “RRSP deduction limit” to 
section 146 of the Act, applicable to the 1989 and subsequent taxation years. 


A taxpayer’s “RRSP deduction limit” will, commencing in 1989, be relevant 
in determining the maximum tax-deductible contributions that the taxpayer 
may make in a year to RRSPs, replacing the limit currently provided in sub- 
section 146(5) of the Act. The current limit (described in the commentary on 
subsection 146(5)) integrates, in a simple way, a taxpayer’s deductible RRSP 
contributions with contributions to other tax-assisted retirement savings 
plans of which he is a member. The new RRSP deduction limit depends more 
precisely on the extent to which a taxpayer benefits from the other tax- 
assisted vehicles for retirement saving — registered pension plans (RPPs) and 
deferred profit sharing plans (DPSPs) — and also provides a carryover of 
RRSP deduction room that was not used in prior years. 


New paragraph 146(1)(g.1) defines a taxpayer’s RRSP deduction limit for a 
year as being equal to: 


e the taxpayer’s unused RRSP deduction room carried forward from the 
end of the preceding year, 


e plus the amount, if positive, by which 


the lesser of the RRSP dollar limit for the year and 18 per cent 
of the taxpayer’s earned income for the preceding year 


exceeds 


the total of the taxpayer’s pension adjustments (PAs) for the 
preceding year in respect of all employers, 


e plus the total of the taxpayer’s pension adjustment reversals (PARs) for 
the year, 


¢ minus the taxpayer’s net past service pension adjustment for the year. 


The RRSP deduction limit of a taxpayer who is not a member of an RPP or 
a DPSP is, for each year, equal to the lesser of the RRSP dollar limit for the 
year and 18 per cent of the taxpayer’s earned income for the prior year, plus 
the taxpayer’s unused RRSP deduction room at the end of the prior year. 
(“RRSP dollar limit” and “unused RRSP deduction room” are described in 
the commentary on paragraphs 146(1)(g.2) and (k), respectively.) This is 
similar to the limit currently applicable to such taxpayers, except that the 
dollar limit increases from year to year and the taxpayer’s unused deduction 
room from prior years is carried forward. As an example, a taxpayer who has 
earned income of $65,000 in 1989 and $5,000 of unused deduction room at 
the end of that year would be able to deduct $15,500 of RRSP contributions 
in 1990, computed as follows: 


Lesser of (i) .18 x $65,000 = $11,700 ) 


(ii) RRSP dollar limit for 1990 __ ) $10,500 
= $10,500 ) 
plus unused RRSP deduction room at 
the end of 1989 __ 5,000 
equals RRSP deduction limit for 1990 $15,500 


In the case of a taxpayer who is a member of an RPP or a DPSP, the addi- 
tional deduction room which becomes available in a year is adjusted to reflect 
the extent to which the taxpayer has been credited with benefits under RPPs 
and DPSPs in the previous year. PA is the measure which converts such 
benefits to the appropriate amount to be subtracted in determining RRSP 
deduction limit. (PA is described more fully in the commentary on draft 
section 7701 of the Income Tax Regulations.) 


Continuing the above example, if the total PA of the taxpayer for 1989 were 
$6,300, he would be able to deduct $9,200 of RRSP contributions in 1990, 
computed as follows: 


Lesser of (i) .18 x $65,000 = $11,700 ) 


(ii) RRSP dollar limit for 1990 ) $10,500 

= $10,500 ) 
minus PA (6,300) 
$ 4,200 
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plus unused RRSP deduction room at 


the end of 1989 5,000 
equals RRSP deduction limit for 1990 $ 9,200 


PAR is determined for a taxpayer in respect of an employer when the tax- 
payer terminates his membership in all RPPs and DPSPs of his employer. In 
general terms, a taxpayer’s PAR in respect of an employer is the amount by 
which the total of the taxpayer’s PAs and past service pension adjustments in 
respect of the employer exceeds any lump sum benefits paid to the taxpayer 
(or transferred to registered plans on his behalf) on his termination from the 
employer’s plans. (PAR is more fully described in the commentary on draft 
section 7704 of the Income Tax Regulations.) Thus, PAR is a measure of the 
extent to which a taxpayer’s RRSP deduction room has been reduced in 
respect of RPP and DPSP benefits which he will not receive. Accordingly, it 
is appropriate to add a taxpayer’s PARs in determining his RRSP deduction 
limit. 


Finally, a taxpayer’s RRSP deduction limit for a year is reduced by his net 
past service pension adjustment (net PSPA) for the year. Net PSPA is a 
measure of the deduction room that is used as a consequence of an improve- 
ment in the taxpayer’s past service benefits under an RPP, and is explained 
more fully in the commentary on new paragraph 146(1)(d.1). 


New paragraph 146(1)(g.2) adds a definition of “RRSP dollar limit”, appli- 
cable to the 1989 and subsequent taxation years. This amount is relevant in 

the calculation of a taxpayer’s RRSP deduction limit and his unused RRSP 

deduction room. 


The RRSP dollar limit for a year is the maximum additional RRSP deduc- 
tion room which can become available to a taxpayer in the year (other than 
by virtue of pension adjustment reversals). The actual deduction room which 


becomes available to a taxpayer in a year is equal to the amount, if positive, 
by which 


the lesser of the RRSP dollar limit for the year and 18 per cent of the 
taxpayer’s earned income for the preceding year 


exceeds 


the total of the taxpayer’s pension adjustments for the preceding year in 
respect of all employers. 


The RRSP dollar limit is defined, for 1989, to be $8,500, and for each year 
thereafter to be the money purchase limit (as defined in new subsection 
147.1(1)) for the immediately preceding year. The “money purchase limit” 
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for a year is the dollar limit that applies to the pension adjustment of a tax- 
payer for the year in respect of an employer. The RRSP dollar limit is as fol- 
lows for 1989 to 1995: 


Taxation 
year RRSP dollar limit 


(in dollars) 
1989 8,500 
1990 10,500 
199] 11,500 
1992 12,500 
1993 13,500 
1994 14,500 
1995 15,500 


The money purchase limit after 1994 is equal to $15,500 indexed to take into 
account the growth after 1994 in the Industrial Aggregate (a measure of the 
average wages and salaries in Canada, published by Statistics Canada). 
Thus, the RRSP dollar limit is similarly determined after 1995. 


Subclause 8(4) 


New paragraph 146(1)(k) adds a definition of “unused RRSP deduction 
room” to section 146 of the Act, applicable to the 1989 and subsequent taxa- 
tion years. This amount is a key element of the new system of comprehensive 
limits for tax assistance to retirement saving. 


“Unused RRSP deduction room” measures the amount of RRSP deduction 
room that may be carried forward to future years, to be used for three related 
purposes. First, the unused room enters into the determination of the amount 
of RRSP premiums that may be deducted in a year, allowing a taxpayer to 
defer (subject to limits) the payment of premiums to his RRSPs without 
losing the benefit of the RRSP deduction. Second, it is used in limiting the 
improvements that may be made to the past service benefits of a taxpayer 
under a registered pension plan (RPP). In this role, unused RRSP deduction 
room provides a mechanism for integrating benefits provided under RPPs 
with premiums paid to RRSPs, thereby ensuring that a taxpayer’s total 
tax-assisted saving for retirement does not exceed the overall limits on such 
saving. (For further details on this aspect of the new system, reference may 
be made to the commentary on draft subsection 7706(2) of the Income Tax 
Regulations). Third, unused RRSP deduction room is used in determining 
whether a taxpayer has made excess contributions to his RRSPs and, as a 
consequence, is liable to pay tax under Part X.1 of the Act. 
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In general terms, a taxpayer’s unused RRSP deduction room at the end of a 
year is his unused deduction room carried forward from the previous year, 
plus any additional deduction room that becomes available in the year 
(including room that is created by pension adjustment reversals), minus any 
deduction room used in the year by the taxpayer (either by paying premiums 
to his or his spouse’s RRSP or as a consequence of past service improvements 
to his benefits under an RPP). This calculation is subject to a limit which 
prevents the unused contribution room from being carried forward 
indefinitely. 


Paragraph 146(1)(k) sets out a formula for the calculation of a taxpayer’s 
unused RRSP deduction room at the end of a year. The formula includes a 
number of factors which are common to the formula for the calculation of a 
taxpayer’s RRSP deduction limit, and are described in the commentary on 
new paragraph 146(1)(g.1). A taxpayer’s unused RRSP deduction room at 
the end of a taxation year, expressed in terms of his RRSP deduction limit, is 
equal to the lesser of: 


(a) the taxpayer’s RRSP deduction limit for the year (which, for this 
purpose, may be negative), minus premiums paid by the taxpayer to 
his or his spouse’s RRSP in the year or in prior years (after 1988) 
and deducted in the year, and 


(b) the sum, for the year and the six immediately preceding years (but 
only years after 1988), of the amount for each year that is equal to 
the lesser of the RRSP dollar limit for the year and 18 per cent of 
the taxpayer’s earned income for the previous year. 


While a taxpayer’s unused RRSP deduction room will normally be positive 
or zero, it can also be negative. A negative amount may result where an 
improvement to the taxpayer’s past service benefits under an RPP results in a 
past service pension adjustment that is greater than the available deduction 
room. Such improvements are permissible as long as they do not result in the 
deduction room being negative by more than $8,000. 


Unused RRSP deduction room must first be determined at the end of 1988 
for the purposes of the new system of limits. Its value at that time will equal 
a taxpayer’s pension adjustment reversals for 1988. Thus, for most taxpayers, 
unused RRSP deduction room will initially be nil. 


Subclause 8(5) 


Subsection 146(5) of the Act sets out the rules governing the deductibility of 
premiums paid by a taxpayer to his RRSP. Under the existing rules, premi- 
ums paid in a year or within 60 days after the end of the year (other than 
amounts transferred to the RRSP on a tax-free basis) are deductible in the 
year, subject to limits on the amount that may be deducted. The maximum 
deduction that may be claimed in a year by a taxpayer who is or may become 
entitled to benefits under a registered pension plan (RPP) as a consequence 


of his employment in the year, who makes contributions to a deferred profit 
sharing plan (DPSP) in the year, or on whose behalf contributions are made 
to a DPSP is the lesser of $3,500 and 20 per cent of his earned income for the 
year, minus his contributions to RPPs in the year. In all other cases, the max- 
imum deduction that may be claimed in a year is the lesser of $7,500 and 

20 per cent of a taxpayer’s earned income for the year. 


Subsection 146(5) is amended for the 1987 and 1988 taxation years to clarify 
that the maximum deduction under this subsection applies to the total 
premiums paid to all RRSPs. 


The opening words of subsection 146(5S) are also amended for the 1987 and 
subsequent taxation years to add a reference to new paragraph 60(j.01). This 
additional reference is consequential on the introduction of paragraph 
60(j.01), which is a transitional rule providing for the tax-free transfer of a 
taxpayer’s interest in an actuarial surplus under an RPP to an RRSP or to 
another RPP. 


Subsection 146(5) is amended for the 1989 and subsequent taxation years to 
implement the new deduction rules for premiums paid by a taxpayer to his 
RRSPs. Under the new rules, premiums that are not deducted in the year in 
which they are paid (or, in the case of premiums paid in the first 60 days of a 
year, in the immediately preceding year) may be deducted in subsequent 
years, subject to available deduction room. The current limits on the amount 
of premiums deductible by a taxpayer each year are replaced by a single limit 
equal to the taxpayer’s “RRSP deduction limit” for the year. Reference may 
be made to the commentary on new paragraph 146(1)(g.1) for a description 
of this limit. 


Subsection 146(5) currently provides that the amount otherwise deductible 
by a taxpayer under that subsection is reduced by the amount deductible by 
him under subsection 146(6) of the Act. Subsection 146(6) provides a tax- 
payer with a deduction when a trust governed by his RRSP disposes of a 
property that was a non-qualified investment when acquired. This reduction 
in respect of amounts deductible under subsection 146(6) is eliminated by the 
amendments made to subsection 146(5) for the 1989 and subsequent taxation 
years. 


Subsection 146(5.1) of the Act sets out the rules governing the deductibility 
of premiums paid by a taxpayer to an RRSP under which his spouse is the 
annuitant. Under the existing rules, the maximum amount that may be 
deducted by a taxpayer under this subsection in a year is the additional 
amount that he could have deducted under subsection 146(5) if the 
premiums had been paid to an RRSP under which he was the annuitant. 


The amendments to subsection 146(5.1) parallel the amendments to subsec- 


tion 146(5) described above. For the 1987 and 1988 taxation years, an 
amendment is made to subsection 146(5.1) to clarify that the maximum 
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deduction applies to the total premiums paid to all RRSPs under which a 
taxpayer’s spouse is the annuitant. 


Subsection 146(5.1) is amended for the 1989 and subsequent taxation years 
to introduce three changes. The first change implements the new deduction 
rules for premiums paid by a taxpayer to RRSPs, including the carry-for- 
ward of undeducted premiums. The second change provides that premiums 
designated for the purposes of new paragraph 60(j.2) are not deductible 
under subsection 146(5.1). This change is consequential on the introduction 
of new paragraph 60(j.2), which permits a taxpayer to transfer to an RRSP 
under which his spouse is the annuitant, on a tax-free basis, periodic pay- 
ments that he receives from an RPP or a DPSP. The change is made to pre- 
clude two deductions in respect of the same premium. The third change 
eliminates the reduction in respect of amounts deductible under subsection 
146(6) of the Act. 


Subclause 8(6) 


Subsection 146(5.2) of the Act provides that, for the purposes of the limita- 
tion of RRSP contributions in paragraph 146(5)(a) for persons who are 
members of a pension fund or plan, “pension fund or plan” does not include 
the Canada or Quebec Pension Plans, or any similar plan of a foreign coun- 
try. Thus, the fact that a taxpayer’s employer contributes to such plans on 
behalf of the taxpayer does not, of itself, result in the taxpayer’s deductible 
RRSP contributions being limited to $3,500 under paragraph 146(5)(a) 
rather than the larger limit ($7,500 in 1988) in paragraph 146(5)(b). 


With the introduction of the new rules governing the deductibility of RRSP 
premiums, subsection 146(5.2) is no longer relevant and is therefore repealed 
for the 1989 and subsequent taxation years. 


Subclause 8(7) 


New subsection 146(5.21) is an anti-avoidance rule applicable to the 1988 
taxation year, designed to discourage certain actions which might otherwise 
be taken to artificially increase a taxpayer’s RRSP deduction room. 


With the transition to the new system of limits on tax-deductible contribu- 
tions, it is possible to create additional deduction room for a taxpayer in both 
1988 and 1989 through the termination, suspension or delay of membership 
in, contributions to or benefit accruals under an RPP, or of contributions to a 
DPSP. Steps taken with the objective of creating such deduction room are 
inappropriate. Where one of the main reasons for such a termination, suspen- 
sion or delay is to reduce a taxpayer’s pension adjustment for 1988 in respect 
of an employer, and thereby create additional deduction room in both 1988 
and 1989, new subsection 146(5.21) provides that the maximum RRSP 
deduction for 1988 will be limited to the amount that would have been 
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deductible for that year if such termination, suspension or delay had not 
occurred. 


Subclause 8(8) 


Subsection 146(8.3) is an anti-avoidance rule designed to discourage the 
short-term use of a spousal RRSP as a means of income splitting. The exist- 
ing rules require a taxpayer to include in income any benefit received in a 
year by his spouse out of an RRSP to the extent that the taxpayer has made 
contributions to the spousal RRSP that were deductible by the taxpayer 
under subsection 146(5.1) in that year or in the preceding two years. Excep- 
tions are provided in the case of benefits received after marriage breakdown 
and in the case of commutation payments that are applied as provided in 
paragraph 60(1). 


Subsection 146(8.3) is amended, for the 1989 and subsequent taxation years, 
to apply to premiums deductible by a taxpayer under new paragraph 60(j.2) 
of the Act as well as to premiums deductible under subsection 146(5.1). This 
amendment is consequential on the introduction of new paragraph 60(j.2), 
which permits the transfer to a spousal RRSP on a tax-free basis of up to 
$6,000 of periodic payments received by a taxpayer from a registered pension 
plan or a deferred profit sharing plan of which he is a member. 


Subclause 8(9) 


Paragraph 146(8.6)(a) of the Act provides that, to the extent that any pre- 
mium paid by a taxpayer to an RRSP under which his spouse is the annui- 
tant is required by the special attribution rules in subsection 146(8.3) or 
146.3(5.1) to be included in computing the income of the taxpayer at any 
time, that premium is considered, for the purposes of those subsections after 
that time, not to have been deductible under subsection 146(5.1). The pur- 
pose of this rule is to ensure that the premium so included in the taxpayer’s 
income is not included a second time where his spouse withdraws further 
amounts from her RRSP. The rule is amended to provide that where the spe- 
cial attribution rule applies, the premium is also considered not to have been 
deductible under new paragraph 60(j.2). This amendment is consequential on 
the amendment to subsection 146(8.3) described above, and is applicable to 
the 1989 and subsequent taxation years. 


Subclause 8(10) 


Subsection 146(16) of the Act allows a taxpayer to transfer the funds in his 
RRSP to another RRSP or a registered retirement income fund (RRIF) 
under which he is the annuitant, or to a registered pension plan (RPP). The 
subsection also permits a transfer from a taxpayer’s RRSP to an RRSP or 
RRIF of his spouse or former spouse pursuant to a court order or written 
separation agreement on a marriage breakdown. Subsection 146(16) is 
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amended for the 1988 and subsequent taxation years so that it refers to other 
conjugal relationships in addition to marriage. As a result of this change and 
the change to the meaning of spouse introduced by new subsection 146(19), a 
transfer may be made under subsection 146(16) to an RRSP or RRIF of a 
common-law spouse on the breakdown of the relationship. 


Subsection 146(16) is also amended so that it permits a transfer (either to a 
spousal RRSP or RRIF) only if the transfer is made before the maturity of 
an RRSP. Accordingly, an annuitant will not be able to transfer his retire- 
ment income under an RRSP to another RRSP, an RPP or a RRIF on a tax- 
free basis. This amendment is applicable to the 1990 and subsequent taxation 
years. 


Subclause 8(11) 


Under the new system of contribution limits, the benefits to be provided to a 
taxpayer under a registered pension plan (RPP) in respect of past service 
cannot be increased unless the taxpayer has sufficient unused RRSP deduc- 
tion room, or additional deduction room is created. A taxpayer can create 
additional room for a past service improvement by withdrawing an amount 
from his RRSP and designating the amount on a prescribed form filed with 
Revenue Canada, as described in the commentary on draft section 7706 of 
the Income Tax Regulations. 


New subsection 146(18) of the Act prohibits a taxpayer from claiming a 
deduction in respect of a prescribed withdrawal from an RRSP. For this pur- 
pose, a withdrawal will be prescribed if it is made to create additional deduc- 
tion room to accommodate a past service improvement under an RPP. Thus, 
such withdrawals will not qualify for a deduction under new section 60.2 of 
the Act or under subsection 146(8.2). Subsection 146(18) is applicable to the 
1989 and subsequent taxation years. 


New subsection 146(19) is added to section 146 of the Act to provide that, 
for the purposes of certain provisions relating to RRSPs, “spouse” means a 
spouse as defined in new subsection 147.1(1). That subsection defines a 
“spouse” to include a common-law spouse who has lived with an individual 
for at least one year. The extended definition of spouse is applicable to: 


e the definition of “annuitant”, 
e the definition of “refund of premiums”, 
e the definition of “retirement income’, 


e the condition of registration which allows retirement income to be 
reduced after the death of an annuitant’s spouse, 


e the provision which deems an annuitant to have received, immediately 
before his death, an amount equal to the fair market value of the prop- 
erty in his plan, other than any portion receivable by his spouse, 


Registered Retirement Income 
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¢ the provision which deems an amount receivable by the legal representa- 
tive of a deceased annuitant for the benefit of the annuitant’s spouse to 
be an amount receivable by the spouse, and 


e the provision which permits the tax-free transfer of funds from an 
individual’s RRSP to an RRSP or registered retirement income fund of 
his spouse on the breakdown of their marriage or similar relationship. 


New subsection 146(19) is effective after 1987. 


Subclauses 8(12) to (17) 


These set out the effective dates for the amendments to section 146 of the 
Act relating to registered retirement savings plans. 


Clause 9 


Section 146.3 of the Act provides the rules for registered retirement income 
funds (RRIFs). Amendments are being made to this section to require 
amounts transferred to a spousal RRSP under new paragraph 60(j.2) to be 
included for the purposes of the special attribution rules in subsection 
146.3(5.1) and to extend the meaning of the term “spouse” to include certain 
common-law spouses for the purposes of certain RRIF provisions. 


Subclause 9(1) 


Subsection 146.3(2) of the Act sets out the conditions that must be satisfied 
by a retirement income fund for it to be registered. Paragraph 146.3(2)(f) 
prohibits a RRIF from receiving property other than certain property listed 
in that paragraph. Subparagraph 146.3(2)(f)(iv) permits a RRIF to receive 
property from an RRSP or RRIF of the annuitant’s spouse pursuant to a 
court order or written separation agreement on a marriage breakdown. That 
subparagraph is amended for 1988 and subsequent years to refer to other 
conjugal relationships in addition to marriage. As a result of this change and 
the change to the meaning of “spouse” introduced by new subsection 
146.3(16), a transfer may be made to an annuitant’s RRIF from an RRSP or 
RRIF of the annuitant’s common-law spouse on the breakdown of the 
relationship. 


Subclause 9(2) 


Subsection 146.3(5.1) is an anti-avoidance rule designed, in conjunction with 
subsection 146(8.3), to discourage the short-term use of a spousal RRSP as a 
means of income splitting. The subsection requires a taxpayer to include in 
income amounts received in a year by his spouse out of a RRIF that has 
received a transfer from a spousal RRSP, to the extent that the amounts 
exceed the minimum amount for the year and to the extent that the taxpayer 
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has made contributions to a spousal RRSP that were deductible by him 
under subsection 146(5.1) in that year or in either of the two preceding years. 
Exceptions are provided in the case of amounts received after marriage 
breakdown and in the case of certain amounts that are applied as provided in 
paragraph 60(1). 


Subsection 146.3(5.1) is amended for the 1989 and subsequent taxation years 
to apply to premiums deductible under new paragraph 60(j.2) of the Act as 
well as to premiums deductible under subsection 146(5.1). This amendment 
is consequential on the introduction of paragraph 60(j.2), which permits the 
transfer to a spousal RRSP on a tax-free basis of up to $6,000 of periodic 
payments received by a taxpayer from a registered pension plan or a deferred 
profit sharing plan. Subsection 146.3(5.1) is also amended to clarify that a 
taxpayer is not required to include in income amounts received in a year by 
his spouse out of a RRIF that are less than the minimum amount for the year 
under the RRIF. 


Subclause 9(3) 


Paragraph 146.3(5.4)(a) of the Act provides that, to the extent any premium 
is required by the special attribution rules in subsection 146(8.3) or 
146.3(5.1) to be included in computing the income of the taxpayer at any 
time, that premium is considered, for the purposes of those subsections after 
that time, not to have been deductible under subsection 146(5.1). The pur- 
pose of this rule is to ensure that the premium so included in the taxpayer’s 
income is not included a second time where his spouse receives further 
amounts from her RRIF. The rule is amended to provide that where the spe- 
cial attribution rule applies, the premium is also considered not to have been 
deductible under new paragraph 60(j.2). This amendment is consequential on 
the amendment to subsection 146.3(5.1) described above, and is applicable to 
the 1989 and subsequent taxation years. 


Subclause 9(4) 


Subsection 146.3(14) of the Act provides that amounts transferred from one 
RRIF of an annuitant to another RRIF, or from an annuitant’s RRIF to an 
RRSP or RRIF of his spouse or former spouse pursuant to a court order or 
written separation agreement on marriage breakdown are considered not to 
be received by the annuitant. This enables such amounts to be transferred 
tax-free. Paragraph 146.3(14)(b) is amended for 1988 and subsequent years 
to refer to other conjugal relationships in addition to marriage. As a result of 
this change and the change to the meaning of spouse introduced by new sub- 
section 146.3(16), a tax-free transfer may be made to an RRSP or RRIF of a 
common-law spouse on the breakdown of the relationship. 
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Subclause 9(5) 


New subsection 146.3(16) provides that, for the purposes of certain provi- 
sions in section 146.3, “spouse” means a spouse as defined in new subsection 
147.1(1). That subsection defines a “spouse” to include a common-law 
spouse who has lived with an individual for at least one year. The extended 
definition of spouse is applicable to: 


e the definition of ““minimum amount’, 
e the definition of “retirement income fund’’, 


e the condition of registration that requires the carrier of a RRIF to dis- 
tribute the property of the RRIF on the death of the annuitant, except 
where the annuitant’s spouse becomes the annuitant under the RRIF, 


e the condition of registration that permits a RRIF to receive property 
from an RRSP or RRIF of the annuitant’s spouse on the breakdown of 
their marriage or similar relationship, 


e the provision that deems an annuitant to have received, immediately 
before his death, an amount equal to the fair market value of the prop- 
erty of the RRIF, other than any portion receivable by his spouse, and 


e the provision that enables amounts to be transferred tax-free from an 
individual’s RRIF to an RRSP or RRIF of his spouse on the breakdown 
of their marriage or similar relationship. 


New subsection 146.3(16) is effective after 1987. 


Subclauses 9(6) and (7) 


These set out the effective dates for the amendments to section 146.3 
of the Act. 


Clause 10 


Section 147 of the Act contains the rules relating to deferred profit sharing 
plans (DPSPs). Significant amendments are being made to this section: to 
increase the dollar limit on deductible employer contributions; to add new 
contribution limits as part of the comprehensive limits for tax assistance to 
retirement saving; to prohibit employee contributions; to require that contri- 
butions vest immediately if an employee has belonged to a DPSP for at least 
two years; to require that forfeited amounts be returned to employers; and to 
implement a new system of direct tax-free transfers from DPSPs to other 
registered plans. 
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Subclause 10(1) 


Subsection 147(1) of the Act defines terms used in the provisions relating to 
deferred profit sharing plans (DPSPs). This subsection is amended, appli- 
cable after 1988, to modify the definition of “profit sharing plan” and to add 
definitions of “active member” and “participating employer”. 


An “active member” of a profit sharing plan in a year is defined as an 
employee for whose benefit a contribution is made under the plan in the year. 


The definition of “deferred profit sharing plan”’ is unchanged. A DPSP is a 
profit sharing plan that complies with the conditions for registration con- 
tained in section 147 of the Act and that has been accepted for registration 
by the Minister of National Revenue. By virtue of subsection 248(1), this 
definition is applicable throughout the Act. 


A “participating employer” of a profit sharing plan is defined as an employer 
who has made (or may be required to make) contributions to the plan for the 
benefit of his employees and former employees. 


The definition of “profit sharing plan” is amended to exclude an arrange- 
ment under which an employer makes contributions for the benefit of 
employees of any other employer. Thus, after 1988, a profit sharing plan will 
be restricted to an arrangement under which an employer makes payments, 
computed by reference either to his profits or to his profits and those of non- 
arm’s length corporations, to a trustee for the benefit of his employees. By 
virtue of subsection 248(1), this definition is applicable throughout the Act. 


Subclause 10(2) 


Subsection 147(2) of the Act sets out the conditions that a profit sharing plan 
must satisfy in order to be registered as a DPSP. This subsection is amended, 
applicable after 1988, to add two new conditions relating to contributions 
that may be made to a DPSP. 


New paragraph 147(2)(a.1) requires a DPSP to include a provision stating 
that no contribution or gift may be made to the plan other than a contribu- 
tion paid by an employer, in accordance with the terms of the plan, for the 
benefit of his employees, or an amount paid by or on behalf of a beneficiary 
where the amount is transferred to the plan on a tax-free basis under the spe- 
cial rollover rules provided in paragraph 60(k) or new subsection 147(19). As 
a consequence of this condition, DPSPs will not be able after 1988 to accept 
employee contributions or non-deductible employer contributions. 


New paragraph 147(2)(a.2) requires a DPSP to include a provision restrict- 
ing the total employer contributions that may be made to the plan in each 
year in respect of each beneficiary to a maximum of one-half of the money 
purchase limit for the year. Money purchase limit is defined in subsection 
147.1(1) (which contains definitions relating to registered pension plans). 
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One-half of that limit is the DPSP contribution limit which, for 1989 to 
1994, will be as follows: 


One-half of money 


Year purchase limit 
(in dollars) 
1989 e200) 
1990 5,750 
199) 6,250 
1992 6,750 
1993 7,250 
1994 7,750 


After 1994, the money purchase limit is indexed in accordance with the 
growth in average wages in Canada. 


Under new paragraph 147(14)(c.1) of the Act, existing DPSPs are required 
to comply with the conditions in new paragraphs 147(2)(a.1) and (a.2). 
Accordingly, existing plans will be required to be amended before the end of 
1988 to include the required provisions. 


Subclause 10(3) 


Paragraph 147(2)(i) of the Act now requires, as a condition of registration, 
that a DPSP provide that all amounts allocated or reallocated by a trustee to 
a beneficiary vest in the beneficiary within five years after the end of the year 
in which the amounts are so allocated or reallocated. This paragraph is 
amended, effective after 1988, to require amounts allocated to a beneficiary 
after 1988 to vest in the beneficiary immediately, if the individual has been a 
beneficiary under the plan (or predecessor plans) for two years, or in any 
other case, on the date on which the individual completes a period of two 
years as a beneficiary. Allocations and reallocations before 1989 continue to 
be subject to the existing five-year vesting rule. 


New paragraph 147(2)(i.1) requires a DPSP to provide, as a condition of 
registration, that an amount forfeited by an individual who ceases in a year 
to be a beneficiary under the plan be paid, within 120 days after the end of 
the year, to the participating employer who made contributions in respect of 
the individual. Where more than one employer has made such contributions, 
a reasonable portion of the forfeited amount must be returned to each 
employer, based on the contributions made by the employer in respect of the 
individual. New paragraph 147(2)(1.1) is applicable after 1988. It is added to 
prevent forfeited amounts from being reallocated to other beneficiaries with- 
out being taken into account in the system of limits applicable to tax-assisted 
saving for retirement. 


29 


ITA 
147(2.1) 


ITA 
147(5.1) 


30 


By virtue of new paragraph 147(14)(c.1) of the Act, existing DPSPs are 
required to comply with the conditions in amended paragraph 147(2)(i) and 
new paragraph 147(2)(i.1). Thus, such plans must be amended before the 
end of 1988 to so comply. 


Subclause 10(4) 


New subsection 147(5.1) imposes certain limits relating to employer contri- 
butions to a DPSP. If such contributions do not comply with the limits, the 
Minister of National Revenue may, under new paragraph 147(14)(c.3), 
revoke the registration of a DPSP. New subsection 147(2.1) is added to allow 
the Minister to refuse to register a profit sharing plan where, in his opinion, 
the terms are not adequate to ensure that the requirements of subsection 
147(5.1) will be satisfied. 


Subclause 10(5) 


Under the new system of comprehensive limits for tax assistance to retire- 
ment saving, employer DPSP contributions in respect of an individual must 
comply with a number of limits each year. Certain of these limits are con- 
tained in new subsection 147(5.1), which is applicable after 1988. If 
employer contributions are made to a DPSP in a year in which one of the 
limits is violated, the Minister may, under new paragraph 147(14)(c.3), 
revoke its registration. 


New paragraph 147(5.1)(a) limits the total contributions which can be made 
in a year by an employer to one or more DPSPs for the benefit of an 
individual to the lesser of: 


(a) one-half of the money purchase limit for the year, and 


(b) 18 per cent of the individual’s remuneration received in the year 
from the employer. 


Money purchase limit is defined in new subsection 147.1(1); a table showing 
one-half of the money purchase limit for each year to 1994 is contained in the 
commentary on new paragraph 147(2)(a.2). 


New paragraph 147(5.1)(b) limits the total contributions that can be made 
in a year by an employer and non-arm’s length employers to one or more 
DPSPs for the benefit of an individual to one-half of the money purchase 
limit for the year. 


New paragraph 147(5.1)(c) requires, in the case of each beneficiary of a 
DPSP in respect of whom a contribution is made to the DPSP in the year, 
that the total of the beneficiary’s pension adjustment (PA) for the year in 
respect of the employer and his PAs in respect of all other employers who do 
not deal at arm’s length with the employer not exceed the lesser of: 
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(a) one-half of the money purchase limit for the year, and 


(b) 18 per cent of the individual’s total remuneration (as defined in new 
subsection 147.1(1)) for the year from the employer and all other 
employers who do not deal at arm’s length with the employer. 


An individual’s pension adjustment for a year in respect of an employer is 
calculated, in general terms, as the sum of the following amounts: 


¢ contributions made in the year by the employer to DPSPs on behalf of 
the individual, 


e contributions made in the year by the individual, and by the employer on 
his behalf, to money purchase registered pension plans (RPPs), and 


e the lump sum equivalent (using a factor of 9) of the benefits which the 
individual accrues under defined benefit RPPs in respect of his service in 
the year with the employer. 


Thus, by imposing a limit which must be satisfied by an individual’s PAs, 
new paragraph 147(5.1)(c) indirectly restricts the employer contributions 
that may be made to DPSPs on behalf of the individual. 


Where an employer participates in both a DPSP and a registered pension 
plan for the benefit of an individual, the provisions of the plans may have to 
be coordinated to ensure that the individual’s PA in respect of the employer 
does not exceed the limit in new paragraph 147(5.1)(c). Such coordination 
will also be necessary in the less common case where an individual is 
employed by two or more employers who do not deal with each other at arm’s 
length, each of whom participates in a DPSP or RPP (or both) for the benefit 
of the individual. 


The limits in new subsection 147(5.1) are applicable after 1988 to all DPSPs, 
including existing plans. As a result, it may be necessary to modify the con- 
tribution provisions in existing plans to ensure that the limits will be 
respected. 


Subclause 10(6) 


Existing subsection 147(8) of the Act provides for the deduction by an 
employer, within specified limits, of amounts contributed by him on behalf of 
his employees to a DPSP. The maximum deduction in respect of a particular 
employee is limited to the least of three amounts: the amount contributed by 
the employer in respect of the employee; $3,500 minus the amount that the 
employer or a person related to the employer is required to contribute in 
respect of the employee to a registered pension plan; and 20 per cent of the 
salary or wages paid in the year to the employee by the employer. 


Subsection 147(8) is amended to eliminate the limits and to provide instead 
that contributions to a DPSP are deductible to the extent that they are paid 
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in accordance with terms of the plan that comply with the requirements of 
the Act for the registration of profit sharing plans. This amendment is conse- 
quential on the introduction of paragraph 147(2)(a.2) and subsection 
147(5.1), which impose a number of limits on contributions. In order to 
comply with these new provisions, a DPSP will have to include terms 
restricting the contributions which may be made to it. Only contributions 
made in accordance with such terms will be deductible under amended 
subsection 147(8). 


The amendment to subsection 147(8) is applicable to the 1989 and subse- 
quent taxation years, except that if an employer’s 1989 taxation year com- 
mences in 1988, the existing rules regarding the deductibility of employer 
contributions to a DPSP will apply to contributions made in 1988, while the 
new rules will apply to contributions made in 1989. 


Existing subsection 147(9) provides that only one employer within a non- 
arm’s length group may deduct a DPSP contribution in respect of the same 
individual. Restrictions on the amount of employer contributions that may be 
made to a DPSP are imposed by new subsection 147(5.1); subsection 147(9) 
is therefore repealed. 


Subclauses 10(7) to (9) 


Subsection 147(14) of the Act provides that the Minister of National 
Revenue may revoke the registration of a DPSP on the occurrence of 
certain events, and specifies the date on which the revocation may be 
effective. Several amendments are being made to this subsection, 
applicable after 1988. 


Paragraph 147(14)(c) was introduced as part of the extensive modifications 
made in 1966 to the rules governing DPSPs, and required compliance with 
those new rules by January 1, 1968. Subparagraph 147(14) (c)(i) is amended, 
as a consequence of the changes being made to subsection 147(2), so that it 
refers to the rules which were applicable before 1989 when the new changes 
become effective. 


Subsection 147(14) is amended to add further grounds of revocation. New 
paragraph 147(14)(c.1) provides as a ground the failure to comply with the 
conditions for registration as set out in paragraphs 147(2)(a) to (k) and (1). 
New paragraph 147(14)(c.2) specifies the failure of a plan that became reg- 
istered after March, 1983 to comply with paragraph 147(2)(k.1) and (k.2). 
Both of these paragraphs are added so that if a plan is ever inadvertently reg- 
istered when it fails to comply with any of the conditions for registration, the 
conditions are nonetheless applicable. Where the registration of a DPSP is 
revoked pursuant to paragraph 147(14)(c.1) or (c.2), new paragraph 
147(14)(g) provides that the revocation may be effective on or after the date 
on which the plan does not comply with the conditions for registration. 


New paragraph 147(14)(c.3) provides that the registration of a DPSP may 
be revoked if the requirements in new subsection 147(5.1) (which sets out 
several contribution-related limits that must be complied with each year) are 
not satisfied. Under new paragraph 147(14)(h), the revocation may be effec- 
tive at the end of the year for which the requirements are not satisfied, or on 
any subsequent date. 


New paragraph 147(14)(c.4) provides as a ground of revocation the failure 
of a plan to comply with new subsection 147(20), which prohibits the direct 
transfer of an amount from a DPSP to another registered plan unless the 
transfer is in accordance with new subsection 147(19). Under new paragraph 
147(14)(g), the revocation may be effective on or after the date on which the 
plan fails to comply with subsection 147(20). 


The last new ground of revocation, set out in paragraph 147(14)(c.5), is the 
failure of a participating employer of a DPSP to report the pension adjust- 
ment of a member of the plan. New paragraph 147(14)(i) provides that 
revocation for this reason may be effective on or after the date that the 
information return is required to be filed. 


Subclause 10(10) 


ITA A new set of rules is being introduced to regulate the transfer of funds 

147(19) to (21) between registered plans after 1988. The rules regarding the transfer of 
amounts from DPSPs to registered plans generally are in new subsections 
147(19) to (21), and the rules regarding the transfer of amounts from regis- 
tered pension plans (RPPs) to registered retirement savings plans (RRSPs) 
and other RPPs are in new section 147.2. In general, these new rules permit 
the direct transfer of amounts between plans on a tax-free basis where the 
amounts satisfy certain conditions, and they prohibit the direct transfer of 
any other amounts. The deductions currently provided under paragraphs 
60(j) and (k) of the Act in respect of amounts received from RPPs and 
DPSPs and recontributed to registered plans are being eliminated, so that 
indirect tax-free rollovers — an amount received by an individual and 
included in income under subparagraph 56(1)(a)(1) or subsection 147(10) 
and a subsequent contribution that qualified as a deduction under paragraph 
60(j) or (k) — will not be available. 


New subsection 147(19) permits, in certain circumstances, a direct transfer 
on behalf of an individual of a lump sum amount from a DPSP to an RPP, an 
RRSP or another DPSP for his benefit. In the case of a transfer between 
DPSPs, the recipient DPSP must reasonably be expected to have at least five 
beneficiaries throughout the year in which the transfer is made — a condition 
which is similar to the condition currently in paragraph 60(k). A transfer 
may be made on behalf of a beneficiary only if the beneficiary was an 
employee of a participating employer or is a person who was a spouse or 
common-law spouse of a deceased employee. Only amounts derived from 
contributions made to the plan that were deductible in computing the income 
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of participating employers of the plan (and earnings attributable thereto) 
may be transferred under subsection 147(19): 


New subsection 147(20) prohibits the direct transfer of an amount from a 
DPSP to another registered plan if the transfer is not allowed under new sub- 
section 147(19). An exception is made for amounts that are deductible under 
paragraph 60(j) or (k), so that such amounts need not be paid out toa 
taxpayer before being contributed to another plan. 


New subsection 147(21) provides that a beneficiary of a DPSP is not 
required to include in his income an amount transferred from the DPSP to 
another registered plan in accordance with subsection 147(19), and that no 
taxpayer may claim a deduction in respect of such an amount. 


New subsections 147(19) to (21) are applicable commencing 
January 1, 1989. 


Subclauses 10(11) and (12) 


These set out the effective dates for the amendments to section 147. 


Clause 11 


New subsections 147.1 to 147.8 of the Act set out the rules applicable to reg- 
istered pension plans (RPPs). These rules include: conditions which must be 
satisfied by a plan to qualify for registration (section 147.1); rules governing 
the transfer of funds between plans (section 147.2); reporting requirements 
(sections 147.3 and 147.4); deductions for contributions to RPPs (section 
147.5); revocation of registration (section 147.6); and special rules applicable 
to existing plans (section 147.8). 


Subclause 11(1) 


New section 147.1 of the Act sets out the requirements that must be met by a 
pension plan in order to qualify for registration under the Income Tax Act 
and also contains certain other provisions relating to pension plans. 


Subsection 147.1(1) is effective for 1988 and subsequent years, except that 
the definitions of “money purchase provision” and “pension plan” are effec- 
tive commencing in 1986, and the definition of “registered pension plan” is 
not effective until 1989. The rest of section 147.1 is effective for 1989 and 
subsequent years, except for subsection 147.1(26) which is effective 
commencing in 1988. 


Subsection 147.1(1) defines those terms that are relevant for the purposes of 
the provisions of the Act relating to registered pension plans. 


“active member” 


“actuary” 


“administrator” 


“average consumer price 
index” 


“average wage” 


“beneficiary” 


An “active member” of a pension plan in a calendar year is a member who 
accrues lifetime retirement benefits under a benefit provision of the plan in 
respect of a period in the year. For example, if a pension plan provides retire- 
ment benefits in respect of each year of service up to a maximum of 35 years, 
an individual will not be considered to be an active member of the plan after 
the end of the year in which he completes 35 years of service (even if his 
accrued retirement benefits continue to increase by virtue of benefit 
upgrades, indexation or increases in the level of his remuneration). In the 
case of a money purchase plan, an individual would be an active member in a 
year if contributions were made in respect of his service in the year. Under 
section 147.4, an employer is required to report the pension adjustments 
(PAs) of his employees who are active plan members. 


An “actuary” is defined as a Fellow of the Canadian Institute of Actuaries. 


An “administrator” of a pension plan is the person or group of persons 
responsible for the operation and administration of the plan. Paragraph 
147.1(2)(i) provides that a registered pension plan must designate an 
administrator. Under subsection 147.1(21), the administrator of a plan is 
obligated to administer the plan in accordance with its terms as registered. 


The “average consumer price index” for a calendar year is defined as 1/12th 
of the aggregate of the consumer price indexes for each month in the 
12-month period ending September 30th of the immediately preceding 
calendar year. This amount is relevant for the purpose of the rule limiting 
the lifetime retirement benefits which can be paid by a registered pension 
plan in years subsequent to the year in which the benefits commence. 


The “average wage” for a calendar year is defined as 1/12th of the aggregate 
of the wage measures for each month in the 12-month period ending 

June 30th of the immediately preceding calendar year. For this purpose, 

the wage measure for a month is the average weekly wages and salaries of 
the Industrial Aggregate in Canada for that month as published by Statistics 
Canada. The average wage is relevant for the purposes of: 


e determining the money purchase limit for 1995 and subsequent calendar 
years; 


e applying the maximum pension rule, which is based on remuneration 
adjusted to reflect increases in the average wage; and 


e determining the portion of a benefit increase that is relevant in the 
calculation of a past service pension adjustment (PSPA). 


A “beneficiary” of an individual is a person who will receive benefits payable 
by a pension plan after the death of the individual. A beneficiary can be any 
person designated by the individual, or an heir or legal representative of the 
individual. 
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A “benefit provision” of a pension plan refers to either a defined benefit 
provision or a money purchase provision of the plan. Each such provision con- 
sists of some or all of the terms of the plan that define the benefits provided 
to members, and is, in effect, a plan within a plan. Reference may be made to 
the commentary under the definitions of “money purchase provision” and 
“defined benefit provision” for further details. 


“Bridging benefits” provided to a member of a pension plan are retirement 
benefits provided for a temporary period ending no later than a fixed date. 
Bridging benefits are generally provided to a member during the period 
before he commences to receive benefits under the Old Age Security program 
or the Canada Pension Plan or Quebec Pension Plan. Bridging benefits do 
not include temporary retirement benefits provided at the option of the mem- 
ber in lieu of lifetime retirement benefits. 


The “consumer price index” for a month is the consumer price index for the 
month as published by Statistics Canada. 


A “defined benefit provision” of a pension plan consists of terms of the plan 
under which benefits are determined in any way other than as described in 
the definition of “‘money purchase provision”. Generally speaking, under a 
defined benefit provision a member of the plan is promised a certain level of 
retirement benefits regardless of the cost of providing such benefits. While 
the member’s contributions (if any) under the provision are predetermined, 
the member’s employer is obligated to contribute whatever is required to 
ensure that the member will be provided with the promised retirement 
benefits. Actuarial valuations are prepared on a periodic basis as a 

means of estimating the employer’s financial obligation in respect of the 
provision. 


Under a typical defined benefit provision, each member is entitled to annual 
retirement benefits equal to a fixed percentage of his average annual earnings 
in his last three years of employment multiplied by the number of years of his 
service. For example, under a | 1/2 per cent plan, a member retiring with 

20 years of service would be entitled to an annual pension of 30 per cent of 
his final three-year average earnings. 


A defined benefit provision includes not only the terms of a plan that specify 
the amount of lifetime retirement benefits payable, but also the terms provid- 
ing for related benefits such as benefits after the death of a member. Gener- 
ally, a pension plan will have at most one defined benefit provision, although 
it is possible for a plan to have two or more such provisions. Each provision is 
treated separately for the purposes of the registration requirements. 


A “flat benefit provision” is a type of defined benefit provision under which a 
member of the plan is promised a fixed dollar amount of annual retirement 
benefits in respect of each period of service he has worked or in respect of 
each unit of output he has produced. For example, a flat benefit provision 
may provide a benefit of $20 per month ($240 per year) in respect of each 


“lifetime retirement benefits” 


“member” 


“money purchase limit” 


year in which a member works a minimum of 1300 hours. Under such a 
provision, a member with 30 qualifying years of service at retirement would 
receive a pension of $7,200 per year. 


“Lifetime retirement benefits” are periodic payments which, once they com- 
mence to be paid to a member of a pension plan, will continue to be paid until 
his death. In contrast, bridging benefits are payable for at most a fixed period 
of time (usually until a member reaches age 65). 


A “member” of a pension plan is a person who has a right to receive benefits 
under the plan in respect of his pensionable service under the plan. This right 
may be to an immediate benefit, as in the case of a member who has retired 
and is in receipt of retirement benefits, or to a future benefit, as in the case of 
an active member or a member who has terminated employment with the 
participating employer and is entitled only to a deferred pension. The right 
may also be contingent, as in the case of a member who must remain in a 
plan for a minimum of two years before the benefits he has accrued vest in 
him, or absolute, as in the case of a member whose interest is immediately 
vested. 


A person need not be an active member of a plan to be considered a member; 
a person who has accrued benefits in respect of prior years is considered to be 
a member in a year despite the fact that he accrues no further benefits under 
the plan in respect of the year. 


The definition of “member” does not include a person whose right to benefits 
under a plan exists by virtue of the pensionable service of another person. For 
example, a surviving spouse is not considered to be a member. 


The “money purchase limit” for each calendar year up to 1994 is defined to 
be the amount set out as follows: 


Money purchase 


Year limit 
(in dollars) 

1989 10,500 
1990 11,500 
1991 12,500 
1992 13,500 
1993 14,500 
1994 15,500 


For 1995 and subsequent years, the money purchase limit will be $15,500 
multiplied by the ratio of the average wage for the year to the average wage 
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for 1994 and rounded to the nearest ten dollars. Should the average wage 
decline from one year to the next, the money purchase limit would remain at 
its value for the immediately preceding year. 


The money purchase limit is relevant for a number of provisions. Subsection 
147.1(17) provides that the pension adjustment (PA) of a plan member in 
respect of an employer (plus his PAs in respect of non-arm’s length employ- 
ers) may not exceed the money purchase limit. In addition, it provides the 
basis for three other dollar limits: 


¢ the limit on contributions to deferred profit sharing plans for 1989 and 
subsequent years; 


¢ the limit on deductible RRSP contributions for 1990 and subsequent 
years; and 


e the limit on lifetime retirement benefits payable under a defined benefit 
provision of a registered pension plan, where the benefits commence to 
be paid in 1995 or subsequent years. 


A “money purchase provision” of a pension plan consists of terms of the plan 
under which contributions are made by or on behalf of a member and the 
only benefits payable to the member are those which can be provided by 
those contributions and any investment carnings thereon. A money purchase 
provision differs from a defined benefit provision in at least two important 
respects: there is no promise that a certain level of retirement benefits will be 
provided, and there is no uncertainty regarding the employer’s financial 
obligation to the plan. 


A typical example of a money purchase provision is one that provides for 
annual employer and employee contributions each equal to 5 per cent of the 
member’s remuneration. The contributions are allocated to the member and 
carn interest until he retires, at which time the total contributions plus 
accumulated interest are used to purchase an annuity. 


A pension plan is a “multi-employer plan” in a year if it has more than one 
participating employer and, at the beginning of the year, it is reasonable to 
expect that the following conditions will be satisfied throughout the year: 


¢ all employers will participate pursuant to a collective bargaining or simi- 
lar agreement, a by-law or a Statute; 


¢ employer contributions will be made in accordance with a negotiated or 
fixed schedule of rates; and 


* no more than SO per cent of the active plan members will be employed 
by a single employer or group of non-arm’s length employers. 


Special treatment is provided to multi-employer plans under subsections 
147.1(11) (relief from registration requirements), 147.1(17) (pension adjust- 
ment limits) and 147.1(18) (cross-plan limit on bridging benefits). Multi- 


“normal retirement age” 


“participating employer” 


“pension plan” 


“pensionable service” 


employer plans are also subject to special provisions relating to the determi- 
nation and reporting of pension adjustment reversal (PAR) amounts under 
draft section 7704 of the Income Tax Regulations. 


The “normal retirement age” of a member of a pension plan under a defined 
benefit provision of the plan is the earliest age at which he will be (or was) 
entitled to receive (otherwise than by reason of disability) retirement benefits 
which are not reduced on account of his age or length of service. Where the 
member has not already reached his normal retirement age, it is determined 
on the assumption that he continues as an active member of the plan up to 
that age. For example, if a pension plan provides for unreduced retirement 
benefits to become payable at the earlier of a member attaining 60 years of 
age and completing 30 years of pensionable service, and an individual 
becomes a member of the plan at age 22, the normal retirement age for the 
member (as long as he stays an active member of the plan) would be 52. 
Should the individual’s service under the plan be interrupted by an absence of 
five years, his normal retirement age would then be 57. 


Under paragraph 147.1(3)(e), restrictions are placed on the normal retire- 
ment age that may be established by a registered pension plan and on the 
benefits it may provide to a member who commences to receive retirement 
benefits before his normal retirement age. 


A “participating employer” of a pension plan is defined as an employer who 
has made, or is required to make, contributions to the plan in respect of his 
employees or former employees. 


A “pension plan” is an arrangement, the main purpose of which is to provide 
periodic payments to individuals after their retirement in respect of services 
they rendered to their employers or in respect of the period of time during 
which they held offices. 


The “pensionable service” of a member of a pension plan consists of the 
periods in respect of which lifetime retirement benefits are provided to the 
member under the plan. For this purpose, benefits are considered to be 
provided in respect of a particular period if the benefits are connected in 
some way with that period. The most common connection would be the 
performance of services or the receipt of remuneration in the period. Limits 
on the periods in respect of which lifetime retirement benefits may be 
provided are set out in paragraph 147.1(2)(e). 


Under a money purchase provision, a member’s pensionable service will con- 
sist of the periods in respect of which contributions are made to the plan by 
or on behalf of the member. Under a defined benefit provision, a member’s 
pensionable service will consist of the periods that are relevant in determining 
the retirement benefits payable to the member. Often, pensionable service 
will correspond to the credited service that is used in a benefit formula. How- 
ever, this will not always be so, since pensionable service consists of periods of 
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elapsed time. Thus, for example, if a plan member works on a half-time basis 
throughout a year, the full year will be considered to be pensionable service 
for the purpose of the legislation, whereas only one-half of the year may be 
counted as credited service in the benefit formula. This distinction is relevant 
mainly for the purpose of the maximum pension rule in subsection 147.1(4), 
and also for the early retirement rule in paragraph 147.1(3)(e). 


Pensionable service does not include a period in which a member’s retirement 
benefits increase solely as a result of an upgrade or indexation of his accrued 
benefits or an increase in his remuneration. 


A “period of disability” is a period throughout which an individual has an 
impairment that is a temporary disability or a permanent disability, as those 
terms are defined. 


A “permanent disability” of an individual is a physical or mental impairment 
that prevents the individual from engaging in employment, where there is no 
reasonable expectation that the individual will recover from the disability. As 
a further requirement for an impairment to be considered a permanent disa- 
bility, a licensed medical doctor must certify that the impairment is expected 
to be permanent and that, due to the impairment, the individual is prevented 
from engaging in employment. 


An individual who is permanently disabled may commence to receive unre- 
duced retirement benefits under a defined benefit provision of a pension plan 
as of the date he becomes so disabled. Additional benefits may be provided to 
a permanently disabled individual in some circumstances as outlined in the 
commentary on paragraph 147.1(3)(c). 


“Public pension benefits” are defined to be benefits payable on a periodic 
basis under Part I of the Old Age Security Act or under the Canada Pension 
Plan or the Quebec Pension Plan. Public pension benefits do not include 
disability, death or survivor benefits. 


A “qualified period of reduced pay” will be defined in a regulation which is 
not included with the draft legislation. An individual’s remuneration in 
respect of an employer for a qualified period of reduced pay is considered to 
be an amount that is reasonable in relation to the individual’s past remunera- 
tion from the employer. This will enable benefits to be provided under, and 
contributions to be made to, an RPP in respect of such periods as if they were 
periods of regular employment at a normal rate of pay, without violating 
either the maximum pension rule or the PA limits. 


The regulation will define a qualified period of reduced pay of a member of a 
pension plan as a period of employment with a participating employer of the 
plan in respect of which certain conditions are met. The proposed conditions 
are that: 


“qualified period of temporary 
absence” 


(i) the member is not at any time during the period a person connected 
with the employer in the manner set out in subsection 147.1(24); 


(ii) the member has been employed by the employer for at least 
36 months before the period; 


(iii) the member’s average level of pay with the employer during the 
period does not exceed 75 per cent of his average level of pay with the 
employer in the 36 months prior to the period; 


(iv) the member certifies to the plan administrator that he will not 
accrue (or has not accrued) any benefits under an RPP or DPSP of any 
other employer in respect of the period; 


(v) the duration of the period does not exceed a limit which applies 
jointly to qualified periods of reduced pay and qualified periods of tem- 
porary absence (the limit is described in the commentary below on the 
definition of “qualified period of temporary absence’”’); and 


(vi) the member and the plan administrator agree, before the end of the 
calendar year in which the period commences, that it will be a period of 
reduced pay under the plan. (This is necessary to permit the appropriate 
reporting of the member’s PA for the year.) 


The special treatment for qualified periods of reduced pay provides an oppor- 
tunity for pension credits to be maintained despite low-pay years in plans 
with money purchase provisions or defined benefit provisions of the career 
average, final average or flat benefit type. It will probably have little applica- 
tion in “‘best average” defined benefit provisions where low-earnings years do 
not affect pension levels. Typical situations of reduced pay which will be 
accommodated include job sharing, phased retirement and temporary pay 
cuts under austerity programs. 


A “qualified period of temporary absence” will be defined in a regulation 
which is not included with the draft legislation. Special provisions will permit 
benefits to be provided under, and contributions to be made to, an RPP in 
respect of such periods as if they were periods of regular employment at a 
normal rate of pay. 


The regulation will define a qualified period of temporary absence of a mem- 
ber of an RPP from employment with a participating employer of the plan as 
a period of sabbatical, educational or maternity leave, layoff from employ- 
ment or loan to another employer in respect of which the following conditions 
are met: 


(i) the member is not at any time during the period a person connected 
with the employer in the manner set out in subsection 147.1(24); 


(ii) the member certifies to the plan administrator that he will not 
accrue (or has not accrued) any benefits under an RPP or DPSP of any 
other employer in respect of the period; 
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(iii) the duration of the period does not exceed a limit, described below, 
which applies jointly to qualified periods of reduced pay and qualified 
periods of temporary absence; and 


(iv) the member and the plan administrator agree, within 120 days after 
the end of the year in which the period of temporary absence ends, that 
the period will be treated as a qualified period of temporary absence. 


It is intended that the normal PA reporting requirements will apply in 
respect of benefits that accrue during a qualified period of temporary 
absence, with provision for the delayed reporting of such PAs, where 
necessary. 


A period cannot be treated as a qualified period of temporary absence unless 
the unpaid portion of the period, together with the unpaid portions of all 
prior qualified periods of temporary absence or reduced pay of the member 
under the plan (and under other plans of the employer or non-arm’s length 
employers), does not exceed five years. Benefits provided before 1989 in 
respect of periods before 1988 under existing plans (as defined in subsection 
147.8(1)) will not be taken into account for the purpose of this limit. 


The unpaid portion of a period of reduced pay or a period of temporary 
absence is the product obtained when 


(a) the length of the period 


is multiplied by 


(b) the fraction by which the level of pay of the member during the 
period is reduced from the level of pay which it is reasonable to 
assume the member would have received had the period been a 
period of regular employment. 


Counting only the unpaid portion of a period means, for example, that a year 
of job-sharing or leave at two-thirds pay would use up only one-third of a 
year of the five-year limit. 


A “registered pension plan” is a pension plan that has been accepted for 
registration by the Minister of National Revenue. Subsection 147.1(14) 
requires that application for registration be made by the administrator of the 
plan in prescribed manner. A pension plan, the registration of which has been 
revoked or terminated, is not considered to be a registered pension plan. 


The expression “registered plan” means a registered pension plan or a 
deferred profit sharing plan. It enables both types of plans to be referred to 
with a single expression. 


The “remuneration” of a taxpayer for a period (other than certain special 
periods) in respect of an employer is defined to be the amount received by the 
taxpayer in the period, in respect of services rendered to the employer, that 


“retirement benefits” 


“single amount” 


“specified multi-employer 
plan” 


the taxpayer is required to include in computing his income. For a period that 
is a period of disability or a qualified period of reduced pay or temporary 
absence and that is pensionable service of the taxpayer, the remuneration of 
the taxpayer is defined to be such amount as is reasonable having regard to 
the taxpayer’s remuneration before the period. What is reasonable will 
depend on the facts of each case. Normally, the remuneration for such a 
period will be based on the taxpayer’s remuneration immediately before the 
period, although in some instances it may be more appropriate to use remu- 
neration for earlier periods as the base. It is intended that reasonable adjust- 
ments to prior remuneration be permitted to reflect increases in the pay scale 
applying to the plan member or increases in the average wage between the 
period for which the prior remuneration was paid and the period of disability, 
reduced pay or temporary absence. 


The remuneration of a taxpayer for a period in respect of an employer is 
relevant for the purposes of the PA limit in paragraph 147.1(17)(a), the 
condition of registration relating to employee contributions in paragraph 
147.1(3)(a), and the maximum pension rule in subsection 147.1(4). It is also 
relevant for the purpose of the PA limit rule in paragraph 147(5.1)(c), 
relating to deferred profit sharing plans. 


The expression “retirement benefits” is defined as periodic payments which, 
under the terms of a provision of a pension plan, are or may become payable 
to an individual. For example, the pension payable to a member and the pen- 
sion payable to a member’s spouse after his death are considered to be retire- 
ment benefits, while a lump sum benefit payable after the death of a member 
is not considered to be retirement benefits. 


A “single amount” is defined as an amount that cannot reasonably be 
considered to be one of a series of periodic payments. 


A “specified multi-employer plan” in a year is a multi-employer plan that 
contains at least one flat benefit provision, that contains no other kind of 
defined benefit provision (although it may contain a money purchase provi- 
sion), and in respect of which the plan administrator has filed with the 
Minister an election in prescribed form. For 1988, the election must be filed 
at or before the end of the year. For years after 1988, the election must be 
filed at or before the end of the immediately preceding year, or, if later, at 
the time of application for registration. Once an election has been filed for a 
plan to be considered a specified multi-employer plan, the election cannot be 
revoked. 


The pension adjustments (PAs) of the members of a specified multi-employer 
plan are reported as though the plan contained only money purchase provi- 
sions; that is, the PAs are determined on the basis of contributions to the 
plan. However, the plan must comply with the registration requirements for 
plans containing defined benefit provisions except where specific exemptions 
are provided from those requirements. 


43 


“spouse” 


“temporary disability” 


“wage measure” 


Conditions for Qualification 
for Registration 


ITA 
147.1(2) 


Permissible Contributions 
ITA 
147.1(2)(a) 


44 


A “spouse” of an individual is defined to be a person of the opposite sex to 
whom the individual is married or with whom the individual has been cohab- 
iting for at least a year ina conjugal relationship (that is, the common-law 
spouse of the individual). By virtue of subsections 146(19) and 146.3(16), 
this definition of “spouse” applies, for limited purposes, in sections 146 and 
146.3. It also applies for the purposes of paragraph 60(1) (transfer of RRSP 
refunds of premiums and certain other RRSP and registered retirement 
income fund amounts). 


A “temporary disability” of an individual is a mental or physical impairment 
that prevents the individual from engaging in his normal employment, where 
a licensed medical doctor certifies that the impairment so prevents the 
individual. An individual who is temporarily disabled may continue to accrue 
benefits under a pension plan while he is disabled, but only until his 
retirement benefits commence to be paid. 


The “wage measure” for a month is defined as the average weekly wages and 
salaries of the Industrial Aggregate in Canada for the month as published by 
Statistics Canada. The wage measure is used in determining the average 
wage for a calendar year, which is also defined in subsection 147.1(1). 


Subsection 147.1(2) provides that, subject to subsections (3), (4), (7), (9) 
and (13) and section 147.8, a pension plan qualifies for registration if it 
complies with the conditions set out in the subsection. 


Paragraph 147.1(2)(a) requires an RPP to include a stipulation that no 
contribution or gift may be made to the plan except for: 


e anemployee contribution paid in accordance with the plan as registered; 


e anemployer contribution under a money purchase provision of the plan 
as registered; 


e aneligible employer contribution, as defined in subsection 147.5(2), in 
respect of a defined benefit provision of the plan; 


* a payment that is deductible under paragraph 60(j) (transfer of superan- 
nuation benefits), 60(j.01) (transfer of actuarial surplus) or paragraph 
60(j.1) (transfer of retiring allowance); 


e atransfer from another registered plan in accordance with the transfer 
provisions under subsections 146(16) (transfer from an RRSP), 147(19) 
(transfer from a DPSP) and section 147.2 (transfer from an RPP); or 


e a prescribed payment. 


It is intended to prescribe, for the purpose of this paragraph, a transfer from 
a foreign pension plan where conditions similar to those which currently 
apply in connection with eligible service with foreign employers (as set out in 
paragraph 8(e) of Revenue Canada’s Information Circular 72-13R7) are 
satisfied. 
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Paragraph 147.1(2)(b) requires an RPP to prohibit the surrender or assign- 
ment of any right, entitlement or benefit under the plan except pursuant to a 
court order or written agreement on marriage breakdown. 


Paragraph 147.1(2)(c) restricts the distributions which may be made out of 
an RPP. In addition to such distributions, a plan may provide for the pay- 
ment of all reasonable administration, investment and similar expenses 
incurred in connection with the plan. 


Subparagraph (1) allows for the payment of retirement benefits to a member 
but requires that retirement benefits be payable in equal annual or more 
frequent periodic amounts until death. Subsections 147.1(8) and (10) 
provide exceptions to this general rule to accommodate bridging benefits, 
inflation adjustments, survivor benefits and similar benefit variations. 


Subparagraph (ii) permits the payment of one or more lump sum amounts to 
a plan member before retirement benefits commence to be paid to him, in 
satisfaction of all or part of the member’s rights under the plan. Paragraph 
147.1(3)(g) requires that, where a lump sum is paid in satisfaction of rights 
to defined benefits, the present value of the member’s rights to such benefits 
must decrease by an amount at least equal to the lump sum payment. A simi- 
lar restriction applies in the case of money purchase benefits by virtue of the 
requirement that all such benefits be funded by the amount in a member’s 
account. 


Subparagraph (ii) is considerably less restrictive than paragraph 9(c) of 
Information Circular 72-13R7, which deals with the commutation of ben- 
efits. Paragraph 9(c) does not allow a single payment to be made to the 
member on retirement nor does it allow a payment to be made to the member 
on withdrawal from the plan where the member remains in the employ of the 
employer. 


Subparagraph (iii) allows contributions made by an employee to an RPP to 
be refunded to him. Normally, employee contributions will be refunded 
where a plan is amended so that it no longer requires employee contributions. 
Subsection 147.2(6) allows refunded contributions in respect of pre-1988 ser- 
vice to be transferred in full to an RRSP or another RPP. However, refunded 
employee contributions in respect of service after 1987 may be transferred to 
another registered plan only to the extent that they are matched by a corre- 
sponding reduction in the present value of the benefits provided to the 
employee under the plan. 


Subparagraph (iv) permits the transfer of funds from an RPP to another 
RPP or an RRSP where the transfer is in accordance with section 147.2. For 
the reasons given in the discussion of subparagraph (11), when an amount is 
transferred there must be a corresponding reduction in the present value of 
benefits under the transferring plan. 
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Subparagraph (v) allows a payment to be made to a spouse of a member 
where the payment is in accordance with a court order or a written agree- 
ment relating to a division of property on marriage breakdown. 


Subparagraph (vi) permits an employer’s share of an actuarial surplus in 
respect of a defined benefit provision of an RPP to be paid to him. 


Subparagraph (vii) permits money purchase contributions that, for example, 
violate the PA limits to be refunded to a plan member or an employer in 
accordance with paragraph (9)(b). It also permits contributions and invest- 
ment earnings under a money purchase provision that have been forfeited by 
a plan member on his termination from the plan to be refunded to the con- 
tributing employer, as required by paragraph (9)(c). 


Subparagraph (viii) allows the payment to a plan member of his share of an 
actuarial surplus in respect of a defined benefit provision of an RPP. No limit 
is placed on the amount of such surplus which can be paid out toa plan mem- 
ber. However, neither paragraph 60(j) nor section 147.2 permits a surplus to 
be transferred on a tax-free basis to another registered plan. 


Subparagraph (ix) permits the payment out of a plan of a prescribed amount. 
It is not intended to prescribe any amounts at this time. 


Paragraph 147.1(2)(d) requires an RPP to provide that retirement benefits 
will commence to be paid to each member no later than the month following 
the member’s 71st birthday. This is a slight modification to paragraph 10(b) 
of Information Circular 72-13R7 which permits retirement benefits to be 
deferred beyond age 71 if the amount of the periodic payments that would 
otherwise have been paid to the date of actual retirement is not deferred or 
used to increase the benefits paid after retirement. 


Paragraph 147.1(2)(e) restricts the periods in respect of which lifetime 
retirement benefits may be provided to the following: 


(i) a period, other than a prescribed period, of employment with a 
participating employer; 


(ii) a qualified period of temporary absence; 
(iii) a prescribed period of disability; 


(iv) a period of pensionable service with a former employer under 
another RPP where the member retains no rights to benefits under any 
RPP of the former employer; and 


(v) a prescribed period. 


The concept of benefits being provided in respect of a period is discussed in 
the commentary on the definition of “pensionable service” in subsection 
147.1(1). 
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The regulation defining a qualified period of temporary absence is not 
included in the draft regulations. The proposed rules are outlined in the 
commentary on the definition of “qualified period of temporary absence” in 
subsection 147.1(1). 


The regulation prescribing a period of disability is not included in the draft 
regulations. It is proposed that benefits may be provided in respect of any 
period of disability, whether temporary or permanent, prior to the com- 
mencement of retirement benefits, other than periods during which a mem- 
ber is connected with a participating employer. In the case of a permanent 
disability, additional benefits may be provided in some circumstances as 
outlined in the commentary on paragraph 147.1(3)(c). 


Subparagraphs (i) and (v) make reference to prescribed periods. This is to 
permit additional rules (not included in the draft regulations) regarding for- 
eign service. It is intended that the new rules be similar to the rules currently 
in paragraph 8(e) of Information Circular 72-13R7 which deal with the 
inclusion of foreign service in eligible service. 


Paragraph 147.1(2)(f) requires an RPP to include a stipulation providing 
that an investment may not be held by the plan if it is a prescribed invest- 
ment or is prohibited by any pension benefits legislation that applies to the 
plan (or, where no such legislation applies, the Pension Benefits Standards 
Act, 1985). Draft section 7800 of the Income Tax Regulations prescribes, for 
the purposes of paragraph 147.1(2)(f), an investment that is a share of, an 
interest in, or a debt of: 


(i) a participating employer; 


(ii) a person connected with a participating employer (as defined in 
subsection 147.1(24)); 


(111) a plan member; 


(iv) a person or partnership that controls in any manner a person or 
partnership referred to in (i) or (ii); or 


(v) a person or partnership that does not deal at arm’s length with a 
person or partnership referred to in (1) to (iv). 


However, draft subsection 7800(2) excludes from the list of prescribed 
investments shares listed on a stock exchange referred to in section 3200 or 
3201 of the Income Tax Regulations (or rights to acquire such shares) and 
insured mortgages which bear an arm’s length rate of interest. 


Paragraph 147.1(2)(g) requires an RPP to include a stipulation prohibiting 
the borrowing of money for the purposes of the plan. However, as an excep- 
tion, the stipulation may permit money to be borrowed where the term of the 
loan is 90 days or less and the assets of the plan are not pledged as security 
for the loan (unless the money is borrowed to avoid resort to a distress sale of 
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plan assets). For the purpose of this paragraph, borrowing does not include 
the incurrence of a liability in connection with the purchase of income-pro- 
ducing real property, where the liability is secured by a mortgage on the 


property. 


Paragraph 147.1(2)(h) requires an RPP to provide that amounts determined 
in connection with the operation of a plan be determined using reasonable 
assumptions and in accordance with generally accepted actuarial principles 
(where the amounts to be determined are based on assumptions or where 
actuarial principles are applicable). For example, reasonable assumptions 
and generally accepted actuarial principles would have to be applied in con- 
verting a pension to an optional form of payment. 


Paragraph 147.1(2)(i) requires a plan to designate an administrator. Subsec- 
tion 147.1(1) defines an administrator to be a person or group of persons 
responsible for the operation of a plan. An administrator may be an 
employer, an officer of an employer or a board of trustees of the plan, for 
example. Under paragraph 147.1(21), a plan administrator is obligated to 
administer the plan in accordance with its terms as registered. The failure to 
do so is an offence for which penalties are provided under subsection 238(2). 
Certain other obligations, including filing requirements, are also imposed on 
an administrator. 


Paragraph 147.1(2)(j) requires an RPP to comply with prescribed rules. It is 
not intended to prescribe any additional rules at this time. 


A pension plan that contains a defined benefit provision must comply with 
the conditions set out in subsection 147.1(3) in order to qualify for registra- 
tion. Provisions relating to the maximum pension payable under a defined 
benefit provision are in subsections 147.1(4) to (6). 


Paragraph 147.1(3)(a) imposes a condition relating to employee contribu- 
tions to an RPP. Contributions in respect of current service with an employer 
under a defined benefit provision of a plan must reasonably be expected not 
to exceed the lesser of (i) 9 per cent of the employee’s remuneration for the 
year in respect of the employer, and (ii) $600 plus 70 per cent of the 
employee’s pension credit for the year under the provision. (The pension 
credit of an employee under a provision is the amount that would be his PA if 
he accrued benefits under no other provision.) Contributions in respect of 
periods of past service, periods of disability or qualified periods of reduced 
pay or temporary absence must reasonably be expected not to exceed the 
amount necessary to fund benefits provided in respect of such periods. 


The purpose of this restriction is to ensure that employee contributions are 
not out of proportion to promised benefits. This should reduce the likelihood 
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of benefits other than those in accordance with the benefit formula being pro- 
vided, such as a refund of employee contributions plus interest or an addi- 
tional pension to satisfy the “50-per-cent employer contribution rule” con- 
tained in subsection 21(2) of the Pension Benefits Standards Act, 1985 or a 
similar provision of provincial pension benefits legislation. 


Paragraph 147.1(3)(b) requires that retirement benefits under a defined ben- 
efit provision be defined in such a manner that a member’s pension credit for 
each year under the provision is determinable at the end of the year. This 
condition is similar to the current rule (in paragraph 9(a) of Information Cir- 
cular 72-13R7) which requires that defined benefits be in accordance with a 
definite formula set forth in the plan. Paragraph 147.1(3)(b) would preclude, 
for example, the registration of a plan under which benefits in respect of a 
particular year could not be calculated until an employer had exercised his 
discretion. The main purpose of the rule is to ensure that pension adjustments 
can be calculated for each year. 


By virtue of subsection 147.1(11), paragraph 147.1(3)(b) does not apply to 
specified multi-employer plans. 


Paragraph 147.1(3)(c) requires an RPP to include a stipulation prohibiting 
the continued accrual of a member’s benefits under a defined benefit provi- 
sion after retirement benefits have commenced to be paid to the member 
under the provision or under any other defined benefit provision of a plan of 
the employer (or a non-arm’s-length employer). However, the stipulation 
may allow benefits to continue to accrue where permitted by regulation. 


Regulations for the purpose of paragraph 147.1(3)(c) are not included with 
the draft legislation. It is intended to prepare a regulation allowing benefits 
to accrue after the return to work of a retired plan member. It is also 
intended to allow the pension payable to a plan member who has retired and 
commenced to receive his pension because of permanent disability to include 
the additional benefits that would have accrued to him to age 65 had he con- 
tinued to work, to the extent that the additional benefits do not increase the 
total pension above the YMPE in the year of pension commencement. A per- 
son connected with a participating employer of the plan will not be eligible 
for such benefits. 


By virtue of subsection 147.1(11), a multi-employer plan may include a 
modified version of the paragraph 147.1(3)(c) stipulation which does not 
prohibit the continued accrual of benefits where benefits have commenced to 
be paid under any other RPP. 


Paragraph 147.1(3)(d) requires an RPP to include a stipulation prohibiting 
the payment of any additional retirement benefits credited under a defined 
benefit provision in respect of past service after 1987 until a certificate is 
obtained from the Minister of National Revenue in respect of the benefits. 
The stipulation must also prohibit the funding of such benefits until applica- 
tion is made for the certificate. The prohibitions do not apply in the case of 
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any benefits exempted by regulation. Paragraph 147.1(3)(d) is intended to 
prevent additional past service benefits being provided in respect of an 
individual who does not have sufficient unused RRSP deduction room to 
accommodate the benefits. For this purpose, the value of the benefits is mea- 
sured by the past service pension adjustment (PSPA) associated with the 
benefits. PSPA is determined Pursuant to rules in draft section 7703 of the 
Income Tax Regulations. Draft subsection 7706(2) of the Income Tax 
Regulations sets out the procedure and conditions for obtaining a certificate 
of the Minister, while draft subsection 7706(1) provides that no certification 
is required if the PSPA associated with additional past service benefits is nil. 
For further details, reference may be made to the commentary on those 
provisions. 


Past service benefits in respect of pre-1988 service are not subject to the cer- 
tification requirement, since PSPA is based only on benefits in respect of 
1988 and subsequent years. However, such pre-1988 benefits may, in certain 
cases, be subject to the acceptance of the Minister under section 147.8. 
Moreover, subsection 147.1(7) requires that the Minister’s approval be 
obtained for pre-1988 past service benefits in respect of a person connected 
with a participating employer of a plan. (Subsection 147.1(24) contains rules 
for determining when a person is connected with an employer.) 


Subsection 147.1(11) permits a specified multi-employer plan to restrict the 
application of the stipulation required by paragraph 147.1(3)(d) to past ser- 
vice benefits provided as a Consequence of additional member contributions. 


Paragraph 147.1(3)(e) provides that lifetime retirement benefits under a 
defined benefit provision of an RPP may be paid without reduction on 
account of early retirement if they commence to be paid on or after a day 
determined in accordance with that paragraph. Benefits commencing earlier 
must be reduced by at least the percentage reduction specified in the 
paragraph. 


For most occupations, no reduction is required if lifetime retirement benefits 
commence to be paid to a member after the earliest of: 


(i) the day the member attains age 60, 


(ii) the day on which the member has 30 years of pensionable service 
under the plan, 


(ili) the day that the aggregate of the member’s years of pensionable 
service under the plan and his age is equal to 80, and 


(iv) the day on which the member ceases employment because of a 
permanent disability. 


Where a member is employed in a prescribed occupation that requires early 
retirement for reasons of public safety, the age in (1) is replaced by age 55 
and the aggregate in (iii) is replaced by 75. Draft section 7801 of the Income 
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Tax Regulations prescribes the following public safety occupations: 
firefighter, police officer, corrections officer, air traffic controller, and 
commercial airline pilot. 


Where a pension commences prior to the earliest day set out above, the level 
of the member’s lifetime retirement benefits must be reduced by at least 

1/4 per cent for each month (3 per cent per year) that the commencement 
date precedes the earliest day on which an unreduced benefit could have been 
paid. This rule replaces the requirement in paragraph 10(c) of Information 
Circular 72-13R7 that the cost of a pension payable in cases of early retire- 
ment not exceed the cost of a maximum pension payable from the earlier of 
age 60 or the member’s normal retirement age under the plan, as a single life 
annuity with a 10-year guarantee. 


Paragraph 10(a)(iii) of the Information Circular permits in some cases the 
payment of full benefits before normal retirement age and the crediting of 
deemed years of service in situations where early retirement is imposed for 
reasons such as technological change. This rule is highly discretionary and 
difficult to administer. Accordingly, no equivalent provision is included in the 
new registration rules. However, it is anticipated that the reduced pay and 
temporary absence provisions will provide plan sponsors with some flexibility 
to create special early retirement arrangements where the need exists. 


The pension plan established by the Canadian Forces Superannuation Act is 
exempt from the requirements of paragraph 147.1(3)(e). 


Paragraph 147.1(3)(f) requires an RPP to provide that benefits under a 
defined benefit provision may be reduced so as to avoid the revocation of the 
plan’s registration. This woula apply, for example, where the plan is 
discovered to be in violation of the maximum pension rule in 

subsection 147.1(4) or the PA of a member for a year exceeds the limits in 
subsection 147.1(17). 


Paragraph 147.1(3)(g) requires that, where an RPP provides for a lump sum 
payment to or in respect of a plan member under a defined benefit provision 
of the plan, the present value of the member’s rights to benefits under the 
provision must decrease by the amount of the payment. This requirement 
applies whether the payment is made to a plan member or to his spouse or 
former spouse on marriage breakdown. It also applies in the case of an 
amount transferred to an RRSP or another RPP on behalf of a member. 
However, it does not apply where employee contributions under a defined 
benefit provision are refunded or transferred. 


Example: Consider the case of a settlement of rights on marriage break- 
down. At the time of the settlement, the member is age 50 and has 10 
years of service in a 2 per cent defined benefit plan. With best average 
earnings of $40,000, his accrued pension is $8,000 (= 10 x .02 x 
$40,000). Suppose that the plan is required to transfer the present value 
of half the member’s accrued pension entitlement, determined assuming 
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that the member commences to receive his pension at age 60 and based 
upon projected earnings. For the purpose of this example, it is assumed 
that the present value is $36,000. 


Assume that after the division of pension benefits, the member accrues a 
further 10 years of service and then commences to receive his pension at 
age 60, at which time his best average earnings are $60,000. Before 
allowance for the earlier lump sum payment, his pension would be 
$24,000 (= 20 x .02 x $60,000). The lump sum payment was equivalent 
in value to 1/4 of this pension, since it was determined as the present 
value of 1/2 of a projected pension based on 10 years of service, whereas 
the full pension is based on 20 years of service. Thus, in order to comply 
with paragraph 147.1(3)(g), the plan must provide for a reduced pension 
of $18,000 (= 3/4 x $24,000) to be payable to the member. 


If the payment to the member’s former spouse were based on best aver- 
age earnings at the time of settlement, rather than on projected earn- 
ings, the benefits in lieu of which the payment was made would have 
been lower and the permissible level of the member’s pension 
correspondingly higher. 


Subsection 147.1(4) requires that the lifetime retirement benefits provided 
under a defined benefit provision of an RPP comply with the limits in that 
subsection. Separate limits are specified, in paragraph 147.1(4)(a), for the 
year in which a pension commences to be paid and, in paragraph 
147.1(4)(b), for subsequent years. Rules regarding the application of the 
maximum pension restriction are contained in subsection 147.1(5). 
Subsection 147.1(6) provides an exception for certain actuarially increased 
benefits. 


The maximum pension rule is a prospective rule, that is, it applies to benefits 
that are, or could possibly be, promised under the plan. It is not necessary 
that benefits in excess of the limits actually be paid before a plan fails to 
qualify for registration. Nor is it even necessary that there be a specific plan 
member whose promised benefits exceed one of the limits. A plan fails to 
qualify if there could even be a member whose promised benefits may exceed 
one of the limits. Thus, an RPP must include appropriate terms to ensure 
that the limits will always be respected. 


The maximum pension rule applies regardless of the age at which a member’s 
pension commences to be paid. However, the early retirement rule in para- 
graph 147.1(3)(e), together with subsection 147.1(4), results in a lower 
maximum pension in the case of retirements which are considered, under 
paragraph 147.1(3)(e), to be early. 


The maximum pension rule applies in respect of benefits provided under a 
single defined benefit provision. Unlike the current rule in paragraph 9(g) of 
Information Circular 72-13R7, it does not apply to the aggregate of such 
benefits and benefits under a money purchase provision or any other defined 


benefit provision. Control over aggregate benefits is provided by the PA 
limits in subsection 147.1(17). 


For a plan member whose pensionable service includes no period during 
which he was a person connected with a participating employer of the plan 
(as defined in subsection 147.1(24)), paragraph 147.1(4)(a) provides that the 
maximum level of lifetime retirement benefits for the year in which the pen- 
sion commences to be paid (expressed on an annual basis) is the lesser of 


(i) 2 per cent of average best earnings times the number of years of 
pensionable service, and 


(11) $1,722.22 (indexed after 1994) times the number of years of 
pensionable service. 


For this purpose, average best earnings are equal to the greater of 1/3 of the 
member’s remuneration for the period of 36 consecutive months of highest 
remuneration and 1/5 of the member’s remuneration for the five 12-month 
periods (non-overlapping) of highest remuneration (where remuneration may 
be inflation-adjusted, as described in the commentary on paragraph 
147.1(5)(a)). The remuneration need not be for periods of pensionable 
service, but it must be in respect of one or more employers with whom the 
member has pensionable service under the provision. 


The dollar limit of $1,722.22 is 1/9 of the 1994 money purchase limit of 
$15,500. For years after 1994, the dollar limit will be 1/9 of the money pur- 
chase limit for the year. Thus, after 1994, the dollar limit will increase in 
accordance with increases in the average wage. 


The maximum pension limit does not restrict the number of years of pension- 
able service that may be taken into account in calculating the maximum. The 
existing limit in paragraph 9(g) of Information Circular 72-13R7 is based on 
credited service to a maximum of 35 years. This restriction is being removed 
in recognition of the fact that a member who is prevented from accruing 
pension benefits can obtain roughly comparable tax assistance by making 
RRSP contributions. 


A special limit applies to benefits in respect of a period throughout which a 
plan member is connected with an employer who participates in the plan (as 
defined in subsection 147.1(24)). Such benefits are limited to 2 per cent of 
the member’s updated remuneration for the period in respect of employers 
with whom the period is pensionable service (or the dollar limit on benefits, if 
lower). Updated remuneration for this purpose means earnings adjusted to 
reflect increases in the average wage. This special limit replaces the provi- 
sions of paragraph 8(e)(vii)(D) of Information Circular 72-13R7, which con- 
trols the pension payable to significant shareholders and related persons in a 
different way. That paragraph provides that service in a year cannot qualify 
as eligible service unless, generally, the person’s earnings are not less than the 
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lesser of $65,000 or 75 per cent of his average earnings for the prior best 
three consecutive years. 


After lifetime retirement benefits commence to be paid, paragraph 
147.1(4)(b) provides that the benefits are subject to a limit equal to the max- 
imum pension in the year of commencement, adjusted to reflect increases in 
the average consumer price index. 


Where retirement benefits are defined in such a way that the benefits are 
reduced at a specified age, such as age 65, only the reduced benefits are con- 
sidered to be lifetime retirement benefits. Thus, only such benefits are subject 
to the limits in subsection 147.1(4). The additional benefits payable on a 
temporary basis (that is, those that are discontinued at the specified age) are 
considered to be bridging benefits and are subject to the limit in paragraph 
147.1(8)(a). 


Paragraph 9(g) of Information Circular 72-13R7 provides that the maximum 
pension limit does not apply where a pension is $300 or less per year of 
pensionable service. As the new structure of the pension and RRSP limits, 
including the seven-year carry-forward of unused deduction room, provides 
considerable opportunity for tax-assisted saving by all taxpayers with earned 
income, continuation of the minimum pension provision is not considered to 
be necessary and no such provision is included in the legislation. 


Subsection 147.1(5) contains several rules of application relating to the 
maximum pension limit. 


Paragraph 147.1(4)(a) provides that the maximum pension payable toa 
member of an RPP cannot exceed a limit based on his remuneration adjusted 
to the year of pension commencement. Paragraph 147.1(5)(a) provides that, 
for this purpose, the adjusted remuneration of a member for a year after 
1988 is his remuneration for the year adjusted to reflect the increase in the 
average wage from that year to the year in which the pension commences. 
Adjusted remuneration for 1988 and earlier years is equal to the 
remuneration for those years. 


Paragraph 147.1(5)(b) provides that, in considering whether the limits in 
subsection 147.1(4) are satisfied, the amount of lifetime retirement benefits 
that is relevant is the amount that would be provided to a member if: 


e the member did not elect to receive reduced lifetime retirement benefits 
in exchange for survivor benefits, supplementary bridging benefits, or 
inflation adjustments; and 


e the benefits included any benefits that will not be provided under the 
provision as a consequence of the earlier payment or transfer of a single 
amount (for example, a payment to the member or a payment toa 
spouse or former spouse of the member in connection with a division of 
property on marriage breakdown). 
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Thus, any reduction on account of the election of an optional form of benefits 
or to reflect the payment of a lump sum amount must be applied to a pension 
which cannot exceed the maximum pension. 


Paragraph 147.1(5)(c) provides that where a member of an RPP has not 
been employed for three consecutive years, or for five one-year periods, by an 
employer who participates in the plan, his earnings average for the purpose of 
the earnings-related limit in paragraph 147.1(4)(a) shall equal his actual 
annual average earnings. 


The maximum pension limit in paragraph 147.1(4)(b), which applies after 
the year in which a pension commences to be paid, depends on the increase in 
the average consumer price index (CPI). Paragraph 147.1(5)(d) permits a 
plan to use a measure of the change in the CPI that is substantially similar to 
the ratio described in subparagraph 147.1(4)(b)(ii), in place of that ratio. 
This would permit, for example, the use of a ratio equal to the CPI for the 
November preceding the year for which the ratio is determined divided by 
the CPI for the November immediately preceding the year in which a 
pension commenced to be paid. 


Paragraph 147.1(5)(e) contains an anti-avoidance rule designed to prevent 
the provision of retirement benefits that are inconsistent with the pension 
adjustments (PAs) that have been reported in respect of a member, where 
this result is achieved by manipulating pensionable earnings. For example, if 
bonus pay is excluded from pensionable earnings, arranging for bonuses to be 
a large share of total remuneration for a number of years and then replacing 
bonuses by regular pensionable earnings for a sufficient period to achieve a 
high pension level under a final or best average defined benefit provision 
would result in PAs during the years of high bonuses that do not properly 
reflect the true level of benefits earned under the defined benefit provision. 
As a result of the low PAs, the plan member would be able to make RRSP 
contributions that are excessive in light of the benefits actually provided 
under the plan. 


Paragraph 147.1(5)(e) provides that where a member’s remuneration is 
manipulated in this way and it can reasonably be considered that one of the 
main reasons was to reduce the member’s PA for a year, the member is con- 
sidered to have been connected with his employer while he was employed by 
that employer and his total remuneration from the employer in each period is 
considered to have been equal to his pensionable earnings for the period. The 
effect of this rule is that the maximum pension limit will apply to the mem- 
ber on the basis of updated career average earnings rather than final or best 
average earnings. 


Subsection 147.1(6) provides an exception to the maximum pension rule in 
subsection 147.1(4). Lifetime retirement benefits payable to a member com- 
mencing after age 65 may exceed the limits in subsection 147.1(4) if the 
member’s benefits are actuarially equivalent to the benefits that would have 


ES) 


Pre-1988 Benefits - Members 
Connected With Employers 


ITA 
147.1(7) 


Permissible Benefits — Defined 
Benefit Provision 


ITA 
147.1(8) 


Bridging Benefits 
ITA 
147.1(8)(a) 


56 


been provided to the member had his pension commenced to be paid at age 
65 and if his lifetime retirement benefits commencing at age 65 would have 
satisfied the limits. 


Subsection 147.1(7) requires that the approval of the Minister of National 
Revenue be obtained where additional past service benefits in respect of years 
prior to 1988 are provided to a member who is, or has been, a person con- 
nected (as defined in subsection 147.1(24)) with a participating employer of 
the plan. This will permit Revenue Canada to continue to apply to new and 
existing plans the existing restrictions on past service benefits for significant 
shareholders. 


Subsection 147.1(8) contains special rules that permit an RPP to provide cer- 
tain benefits under a defined benefit provision of the plan in addition to those 
which satisfy the requirements of subsections 147.1(2) and (3). Most of the 
rules in subsection 147.1(8) provide exceptions to paragraph 147.1(2)(c), 
which restricts the types of distributions that may be made by an RPP. 


Paragraph 147.1(8)(a) permits an RPP to provide bridging benefits to a plan 
member who commences to receive lifetime retirement benefits under a 
defined benefit provision of the plan before age 65. Bridging benefits may be 
paid until a member attains age 65. This will accommodate plans that pro- 
vide additional retirement benefits during the period before benefits are pay- 
able under the Old Age Security Act (OAS) and the Canada and Quebec 
Pension Plans (CPP/QPP). 


Paragraph 147.1(8)(a) limits the amount of bridging benefits that may be 
provided to a plan member. If a member has attained age 60 and has at least 
10 years of pensionable service under a provision at the time his bridging 
benefits commence to be paid, his bridging benefits, for the month they com- 
mence to be paid, may equal the actual or estimated amount of public pen- 
sion benefits (OAS and CPP/QPP) which the member would receive if he 
were age 65 at that time. In subsequent months, the bridging benefits may 
increase in line with increases in the consumer price index (CPI). In the case 
of any other member, this maximum is reduced by 1/4 of one per cent for 
each month (3 per cent per year) between the time the benefits commence to 
be paid and the time the member will attain age 60. In addition, the max- 
imum is prorated if a member has less than 10 years of pensionable 

service. 


Where retirement benefits are defined in such a way that the benefits are 
reduced at a specified age, such as age 65, the additional benefits payable on 
a temporary basis are considered to be bridging benefits. Thus, they are sub- 
ject to the limit in paragraph 147.1(8)(a). Where the amount of the reduc- 
tion depends on amounts that are not known at the time retirement benefits 
commence to be paid — for example, the amount of public pension benefits 
payable at the date of the reduction —- Revenue Canada will accept that the 
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bridging benefits comply with paragraph 147.1(8)(a) if the limit can reason- 
ably be expected to be satisfied. 


A further limit on bridging benefits is set out in subsection 147.1(18). This 
limit applies only where bridging benefits are provided to an individual under 
two or more provisions or plans. 


Paragraph 147.1(8)(b) permits an RPP containing a defined benefit provi- 
sion to provide for the adjustment of lifetime retirement benefits after they 
commence to be paid to reflect, in whole or in part, increases in the consumer 
price index (CPI). This is an exception to the requirement in subparagraph 
147.1(2)(c)(i) that retirement benefits be payable in equal instalments. The 
terms of the plan may provide for adjustments to be made automatically or 
from time to time at the discretion of a person or group of persons (such as 
the board of directors of a participating employer). The limit on inflation 
adjustments applies on a cumulative basis; the total adjustment must not 
exceed the increase that is supported by the increase in the CPI from the 
time the retirement benefits commenced to be paid to the time of the latest 
adjustment. 


As an alternative to the type of inflation adjustment permitted by paragraph 
147.1(8)(b), benefits may be increased on an ad hoc basis to reflect increases 
in the CPI. Plan amendments to implement such ad hoc increases are 
permissible under the registration rules. 


Paragraph 147.1(8)(c) allows retirement benefits payable under a defined 
benefit provision of an RPP to be guaranteed for up to 15 years. This means 
that, after the death of a member who has commenced to receive retirement 
benefits, the retirement benefits may continue to be paid to one or more 
beneficiaries for a period ending no later than 15 years after the member 
commenced to receive the benefits. The total retirement benefits payable to a 
beneficiary or beneficiaries for any period must not exceed the retirement 
benefits (bridging benefits as well as lifetime retirement benefits) that would 
have been payable to the member for the period had he lived. For this 
purpose, any inflation adjustments that it is reasonable to expect would 

have been made to the member’s retirement benefits may be taken into 
account. 


An RPP may permit or require guaranteed retirement benefits to be com- 
muted rather than paid on a periodic basis. 


Paragraph 147.1(8)(d) permits an RPP to provide for the payment of survi- 
vor benefits under a defined benefit provision where a plan member dies after 
commencing to receive retirement benefits. Retirement benefits payable to 
the member are not required to be reduced to reflect the additional value of 
the survivor benefits. 


Survivor benefits may be payable to any person who was a spouse of a mem- 
ber (at either the date the member’s pension commenced or the date of the 
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member’s death), or who is a dependant in respect of the member. A depend- 
ant in respect of a member is defined in subsection 147.1(25) as a person 
who, at the date of the member’s death, was dependent on the member for 
support and was a parent, grandparent, brother, sister, or child of the mem- 
ber. (These relationships are given extended meanings by section 252 of 

the Act.) 


The payment of survivor benefits to a spouse can continue until the death of 
the spouse. By virtue of the definition of dependant in subsection 147.1(25), 
payment can continue to a person who is a dependant in respect of a member 
until the end of the year in which the dependant attains age 18, or, if later, 
the time at which he ceases to be in full-time attendance at an educational 
institution, except that if the individual is a dependent by reason of infirmity, 
payment can continue for as long as he continues to have the infirmity. 


The level of survivor benefits payable to any one person for a period may not 
exceed 75 per cent of the retirement benefits (including bridging benefits and 
inflation adjustments) that would have been payable to the member for the 
period had he been alive. In addition, the total amount of survivor benefits 
payable to all eligible recipients for a period, together with any amounts 
payable (or that would have been payable but for their commutation) under 
a guarantee period, may not exceed 100 per cent of the retirement benefits 
that would have been payable to the member. 


Paragraph 147.1(8)(e) permits the retirement benefits payable to a member 
under a defined benefit provision to be reduced after the death of the mem- 
ber’s spouse. This rule provides an exception to the general requirement in 
subparagraph 147.1(2)(c)(i) that retirement benefits be payable in equal 
instalments. 


Paragraph 147.1(8)(f) permits an RPP to provide for the payment of survi- 
vor benefits under a defined benefit provision where a member dies before 
commencing to receive retirement benefits. 


Pre-retirement survivor benefits may be payable to a person who was, at the 
date of a member’s death, a spouse of the member or a dependant in respect 
of the member. A dependant in respect of a member is defined in subsection 
147.1(25). Payment of pre-retirement survivor benefits may continue for the 
same periods as post-retirement survivor benefits. For further details, refer- 

ence may be had to the commentary on paragraph 147.1(8)(d). 


The amount of survivor benefits payable to a person for a particular month is 
limited to 75 per cent of the member’s “monthly accrued retirement 
benefits” adjusted to the particular month. The total amount payable to all 
eligible persons is limited to 100 per cent of the member’s monthly accrued 
retirement benefits, adjusted to the particular month. 


Where a member dies on or after reaching his normal retirement age his 
monthly accrued retirement benefits, adjusted to a particular month, are the 
sum of 


(i) the lifetime retirement benefits (that is, retirement benefits not 
including bridging benefits) that would have been payable to him for the 
first month after his death had he commenced to receive a pension 
immediately before his death, and 


(ii) a prescribed amount 


adjusted to reflect increases in the consumer price index from the month of 
the member’s death to the particular month. 


Where a member dies before reaching his normal retirement age, his 
monthly accrued retirement benefits, adjusted to a particular month, are the 
sum of 


(i) the lifetime retirement benefits that would have been payable to him 
for the first month after his death had he commenced to receive a 
pension immediately before his death and had he attained his normal 
retirement age, and 


(11) a prescribed amount 


adjusted to reflect increases in the consumer price index from the month of 
the member’s death to the particular month. 


A regulation prescribing amounts for the purposes of paragraph 147.1(8)(f) 
is not included with the draft regulations. It is proposed to prescribe an 
amount which would increase a member’s monthly accrued retirement 
benefits (before adjustment for increases in the consumer price index) to a 
level not exceeding the lesser of: 


e his projected monthly retirement benefits had he continued to accrue 
benefits until age 65, and 


e 1/9 of the year’s maximum pensionable earnings (YMPE) under the 
CPP/QPP in the year of his death — so that a 75 per cent survivor ben- 
efit, expressed on an annual basis, would equal the YMPE. 


This will enable a substantial pre-retirement survivor benefit to be provided 
in respect of plan members who die after a short period of service. 


Where a plan member has accrued benefits under more than one plan or 
provision in respect of his service with an employer or related employers, all 
such benefits will have to be taken into account in determining the prescribed 
amount. For this purpose, reasonable assumptions will have to be used to 
convert any money purchase balances to amounts of monthly accrued 
retirement benefits. 
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Paragraph 147.1(8)(g) permits pre-retirement survivor benefits payable to a 
spouse of a member under a defined benefit provision to be guaranteed for a 
period not exceeding 15 years from the date that the survivor benefits com- 
mence to be paid. Payments under the guarantee may be paid to one or more 
beneficiaries so long as the total payment for a period does not exceed the 
survivor benefits that would have been payable to the spouse for the period if 
the spouse were alive. Benefits under a guarantee may be commuted. 


Paragraph 147.1(8)(h) allows an RPP to provide for the payment of one or 
more lump sum amounts to one or more beneficiaries after the death of a 
plan member who dies before his pension commences, in place of the pay- 
ment of a pre-retirement survivor pension. The total of all such amounts must 
not exceed the present value, at the date of the member’s death, of his 
accrued benefits, plus interest to the date of payment. Projected benefits can- 
not be used for the purpose of determining the lump sum amount as they can, 
in certain circumstances, for the purpose of determining the pension payable 
to a survivor. The plan must require such lump sum payments to be made no 
later than the end of the year following the year of death of a member. 


Paragraph 147.1(8)(i) permits an RPP to provide for the balance of a mem- 
ber’s contributions under a defined benefit provision to be paid to his 
beneficiaries after his death, where all other payments under the provision 
have been made to his beneficiaries. The refunds are limited to the amount of 
the member’s net contribution account in respect of the provision. 


For this purpose, a member’s net contribution account at any time in respect 
of a defined benefit provision is 


e the sum of all contributions made by the member under the provision 
before that time, plus any amounts transferred to the plan in respect of 
the provision, 


e less the sum of all payments before that time (whether single or periodic 
amounts) out of the plan under the provision, including any transfers to 
other plans, 


e plus accrued interest (computed at a reasonable rate) to that time on the 
outstanding balance of the member’s net contribution account from time 
to time. 


A plan must provide for the payment of ail refunds of contributions in respect 
of a member by the end of the year immediately following the first year in 
which the only amounts remaining to be paid in respect of the member are 
the refunds. 


The various benefits which paragraphs 147.1(8)(a) to (i) permit a defined 
benefit provision of an RPP to provide may be provided to all plan members, 
or may be restricted to members who either elect the benefits or are desig- 
nated by their employer to receive the benefits. Even where such benefits are 
not provided on a universal basis, there is no requirement that a member’s 
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pension be actuarially adjusted to reflect the additional benefits provided in 
respect of him. Paragraph 147.1(8)(j) permits a plan to provide certain other 
forms of benefits (not permitted under paragraphs 147.1(8)(a) to (i)) on an 
actuarially-equivalent basis, at the election of plan members. Where a mem- 
ber elects an optional form of retirement benefits under paragraph 
147.1(8)(j), two conditions must be satisfied: neither the initial level of life- 
time retirement benefits nor the present value of benefits may increase as a 
result of the election. Plan members may be allowed to elect a variety of 
benefit forms, including guarantee periods, survivor benefits, bridging ben- 
efits and inflation adjustments. A survivor pension may only be provided to a 
spouse of a member, and may not exceed the member’s pension. The permis- 
sible forms of inflation adjustments are as follows: 


e a fixed increase of up to 4 per cent per year; 
e adjustments which reflect, in whole or in part, increases in the CPI; or 


e adjustments linked to the return on, or value of, a pool of investment 
assets. 


Paragraph 147.1(8)(k) allows an RPP to permit a spouse of a deceased mem- 
ber to whom pre-retirement survivor benefits are payable under a defined 
benefit provision of the plan to elect an optional form of payment of the ben- 
efits. The same alternative benefits may be provided as for a member, except 
that a surviving spouse may not be permitted to elect a joint and last survivor 
form of payment. 


A pension plan that contains a money purchase provision must satisfy the 
conditions set out in subsection 147.1(9) in order to qualify for registration. 


Paragraph 147.1(9)(a) requires a plan containing a money purchase provi- 
sion to provide that a separate account be maintained for each member. All 
contributions and transfers to the provision in respect of the member, and all 
earnings attributable to them, must be allocated at least annually to the 
member’s account. 


Paragraph 147.1(9)(b) requires an RPP containing a money purchase provi- 
sion to provide that contributions made under the provision by a member or 
an employer may be returned to the contributor in order to avoid the regis- 
tration of the plan being revoked. It is expected, for example, that contribu- 
tions would be returned where the PA limits in subsection 147.1(17) have 
been violated. 


Paragraph 147.1(9)(c) requires an RPP containing a money purchase provi- 
sion to provide that where, in a year, a member ceases to have any rights with 
respect to an employer contribution under the provision, the contribution, 
and all earnings attributable to it, will be paid to the employer within 120 
days after the end of the year. 
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Paragraph 147.1(9)(d) requires an RPP to provide that retirement benefits 
payable in respect of a member under a money purchase provision of the plan 
will be provided either: 


e by means of an annuity purchased with the balance of the member’s 
account from a licensed issuer of annuities; or 


e under a prescribed arrangement. 


A regulation prescribing arrangements for the purposes of paragraph 
147.1(9)(d) is not included with the draft regulations. It is proposed to 
prescribe self-insured annuity arrangements where the following conditions 
are Satisfied: 


(i) It is reasonable to expect that retirement benefits will be provided 
under the arrangement to at least five plan members. 


(ii) The balance in a member’s money purchase account will be trans- 
ferred, prior to the commencement of his retirement benefits, to an 
account maintained on a collective basis (a “collective account”’). 


(iii) The benefits payable in respect of a member are determined in such 
a way that the present value of the benefits, at the time the member’s 
individual account balance is transferred to the collective account, is 
equal to the amount transferred to the collective account on behalf of 
the plan member. The present value must be calculated using generally 
accepted actuarial principles and reasonable assumptions. 


(iv) Employer contributions may be made to the plan and credited to the 
collective account where the balance in the collective account is less than 
the present value of all annuities in payment. Such contributions will 
require the approval of the Minister of National Revenue based on the 
recommendation of an actuary contained in a valuation filed with the 
Minister in the year or one of the preceding three years. (These contri- 
butions will not be subject to PA or PSPA reporting.) 


(v) No payments may be made to the collective account except in 
accordance with the conditions set out in conditions (ii) and (iv). 


(vi) Any benefits paid in respect of a plan member whose individual 
account balance has been transferred to the collective account will be 
charged to the collective account. 


(vii) The plan provides for a reasonable share of the investment earnings 
or its assets to be allocated, at least annually, to the collective account. 


(viii) The plan provides that, where no further benefits are payable in 
respect of any plan member whose individual account balance has been 
transferred to the collective account, the balance of the collective 
account shall be paid to the participating employers of the plan within 
120 days after the end of the year in which the last payment was made 
in respect of such members. 
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It will not be necessary to physically segregate assets to provide self-insured 
annuities; the assets used to provide such annuities may be pooled with the 
rest of the plan assets. However, as stated in condition (vii) above, a reason- 
able share of a plan’s investment earnings must be allocated each year to the 
collective account. 


The administrator of a plan will be required to file with the Minister of 
National Revenue every three years (or when required by the Minister) a 
valuation of the collective account, prepared by an actuary and containing 
prescribed information. 


Paragraph 147.1(9)(e) requires that the contributions to be made under a 
money purchase provision of an RPP by an employer be determined in a 
manner acceptable to the Minister. This provision will permit the Minister to 
set guidelines for minimum employer contributions. It is anticipated that 
such guidelines will specify a 1 per cent minimum contribution for a stand- 
alone money purchase plan and no minimum contribution for a money pur- 
chase provision which is supplementary to a defined benefit provision. This 
will accommodate voluntary employee money purchase contributions to a 
plan containing a defined benefit provision. 


Subsection 147.1(10) permits an RPP to provide certain benefits under a 
money purchase provision of the plan where those benefits do not satisfy the 
conditions of subsections 147.1(2) and (9). Most of the rules in subsection 
147.1(10) provide exceptions to paragraph 147.1(2)(c), which restricts the 
types of distributions that may be made by an RPP. This subsection is similar 
in purpose to subsection 147.1(8) which relates to defined benefit provisions. 
However, the permissible benefits differ in some respects from the benefits 
which are permitted by subsection 147.1(8). This difference is a reflection of 
the fact that the benefits that can be provided under a money purchase provi- 
sion are limited by the contributions and earnings available to fund the 
benefits; ancillary benefits or indexing can be provided only if retirement 
benefits are correspondingly reduced. This same trade-off of benefits does not 
exist in the case of a defined benefit provision. 


Paragraph 147.1(10)(a) permits a plan to provide benefits under a money 
purchase provision that are larger before a member attains age 65 (or an 
earlier age) than they are after that age. This overrules the general require- 
ment for equal periodic payments in subparagraph 147.1(2)(c)(i) and per- 
mits a form of bridging benefits to be paid under a money purchase provision. 


Paragraph 147.1(10)(b) permits a plan to provide for retirement benefits 
under a money purchase provision to be adjusted periodically after their com- 
mencement to provide protection against the effects of inflation. The adjust- 
ments may be in the form of: 


e a fixed annual increase of up to 4 per cent per year; 
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¢ adjustments which reflect, in whole or in part, changes in the consumer 
price index (CPI); or 


¢ adjustments linked to the return on, or value of, a pool of investment 
assets. 


Paragraph 147.1(10)(c) permits an RPP to provide, where a plan member 
dies after commencing to receive retirement benefits under a money purchase 
provision, periodic payments to one or more beneficiaries for a period ending 
no later than 15 years after the commencement of the member’s pension. The 
total of the payments to beneficiaries for any period must not exceed the 
retirement benefits which the member would have received for the period had 
he not died. Payments under a guarantee provision may be commuted — that 
is, paid as one or more single amounts rather than on a periodic basis. 


Paragraph 147.1(10)(d) permits a plan to provide for the payment of survi- 
vor benefits to a spouse of a member who dies after commencing to receive 
retirement benefits under a money purchase provision. Survivor benefits are 
periodic amounts payable to a spouse until her death. Survivor benefits pay- 
able for a period, together with any benefits payable under a guarantee for 
the period, must not exceed the retirement benefits which the member would 
have received for the period were he alive. 


Paragraph 147.1(10)(e) permits the retirement benefits payable to a member 
under a money purchase provision to be reduced after the death of the 
member’s spouse. 


Paragraph 147.1(10)(f) permits a plan to provide for the balance of the 
money purchase account of a member who dies before commencing to receive 
retirement benefits to be used to provide survivor benefits to a spouse of the 
member. These benefits must be payable periodically until the death of the 
spouse. Provision may be made for inflation adjustments to such benefits and 
the benefits may be larger until the surviving spouse reaches age 65. 


Paragraph 147.1(10)(g) permits pre-retirement survivor benefits payable 
under a money purchase provision to be guaranteed for a period of up to 

15 years from the date the survivor benefits commence to be paid. The total 
amount payable under a guarantee for a period may not exceed the survivor 
benefits that would have been payable to the spouse for the period were the 
spouse alive. Benefits under a guarantee may be commuted rather than paid 
on a periodic basis. 


Paragraph 147.1(10)(h) permits a plan to provide for the payment of lump 
sum amounts where a member dies before commencing to receive retirement 
benefits under a money purchase provision. The total of such lump sum 
amounts cannot exceed the balance of the member’s account under the provi- 
sion. Paragraph 147.1(10)(h) also requires that all such single amounts be 
paid by the end of the year following the year of the member’s death. 
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Although not included in the draft legislation, it is proposed to permit a lump 
sum provided to a beneficiary of a member of an RPP, where the beneficiary 
is a dependent child of the member, to be used to purchase a term annuity. 
The term annuity would have a present value equal to the value of the lump 
sum otherwise payable to the child and would have a term not exceeding the 
period ending at the end of the year in which the dependent child attains 

age 18. 


Paragraph 147.1(10)(i) allows an RPP to permit a spouse of a deceased 
member to whom pre-retirement survivor benefits are payable under a money 
purchase provision of the plan to elect an optional form of payment of 
benefits. The surviving spouse may elect benefits in accordance with para- 
graphs 147.1(10)(a), (b) and (c) — a higher level of benefits prior to age 65, 
inflation adjustments, and a guarantee period. 


There is not a corresponding provision dealing with the election of optional 
forms of benefits by members since all benefits permitted by subsection 
147.1(10) may be provided to members on a mandatory or an optional basis. 


Subsection 147.1(11) modifies certain registration rules as they apply to 
multi-employer plans and specified multi-employer plans. 


Paragraph 147.1(3)(c) requires an RPP to include a stipulation prohibiting 
the continued accrual of a member’s benefits under a defined benefit provi- 
sion of the plan after retirement benefits have commenced to be paid to the 
member under any defined benefit provision of the plan, or under a defined 
benefit provision of certain other plans. Paragraph 147.1(11)(a) provides 
that a multi-employer plan does not have to restrict the accrual of benefits 
where a member’s pension has commenced to be paid under any other plan. 
This recognizes that the administrator of a multi-employer plan will not 
generally know what benefits are being paid to plan members under other 
plans of participating employers. 


Paragraph 147.1(3)(b) requires that retirement benefits under a defined 
benefit provision be defined in such a manner that the member’s pension 
credit for each year be determinable at the end of the year. Subparagraph 
147.1(11)(b)(i) exempts specified multi-employer plans from this require- 
ment on the grounds that pension credits under such plans are determined on 
a money purchase basis and thus are independent of the benefit formula. 


Paragraph 147.1(3)(d) requires an RPP to include a stipulation prohibiting 
the payment of additional past service benefits in respect of years after 1987 
before a certification is obtained from the Minister of National Revenue in 
accordance with draft section 7706 of the Income Tax Regulations. Subsec- 
tion 147.1(11) permits a specified multi-employer plan to restrict the scope 
of the stipulation to past service benefits provided as a consequence of the 
payment of past service contributions by plan members. Past service 
employer contributions under a specified multi-employer plan are included in 
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the PAs of plan members, whereas past service contributions by plan mem- 
bers are included in the past service pension adjustments (PSPAs) of the 
members. 


Subsections 147.1(17) and (18) also contain special provisions relating to 
multi-employer plans. 


Subsection 147.1(12) provides that where benefits under a plan do not com- 
ply with subsections 147.1(2), (3), (4) and (9), and the benefits are provided 
so that the plan will comply with prescribed laws of Canada or a province, 
the plan does not fail to qualify for registration. Subsection 147.1(12) also 
applies if the benefits are provided in accordance with prescribed laws that 
do not apply to the plan, or do not apply in respect of all plan members. This 
will permit plans which have members in different jurisdictions to apply a 
uniform set of provisions to all plan members. 


Subsection 147.1(12) is included to enable conflicts between the Act and fed- 
eral and provincial pension benefits legislation to be resolved. Draft section 
7802 of the Income Tax Regulations prescribes, for the purposes of this sub- 
section, subsection 21(2) of the Pension Benefits Standards Act, 1985 
(PBSA) and similar provisions of provincial legislation. Subsection 21(2) of 
the PBSA provides that on retirement, termination or death, a plan member’s 
pension under a defined benefit plan must be increased by the amount that 
can be provided by the excess of the member’s post-1986 contributions plus 
interest over 50 per cent of the value of the member’s benefits in respect of 
post-1986 service (determined prior to the application of the subsection). 
Since the total retirement benefits provided as a consequence of the applica- 
tion of subsection 21(2) of the PBSA may exceed the maximum pension 
allowable under subsection 147.1(4) of the Act, it is necessary that special 
provision be made for such benefits. 


Subsection 147.1(13) requires an RPP to contain terms that, in the opinion 
of the Minister of National Revenue, are adequate to prevent it from becom- 
ing a revocable plan pursuant to subsection 147.1(17) or (18). Subsection 
147.1(17) provides that an RPP becomes a revocable plan if the PA of any 
member violates the limits set out in that subsection. Under subsection 
147.1(18), an RPP becomes a revocable plan if a cross-provision limit on 
bridging benefits is violated. Once a plan becomes a revocable plan, its 
registration may be revoked under section 147.6 of the Act. 


As a consequence of subsection 147.1(13), an RPP must include terms that 
will ensure that the limits in subsections 147.1(17) and (18) are respected. 
The precise terms that are required will depend on the circumstances of each 
plan. For example, an RPP that is not associated in any way with any other 
RPP would not normally be required to include terms dealing with cross-plan 
limits. In the simple example of a money purchase RPP with a maximum 
employer-employee contribution rate of 10 per cent of earnings, the Minister 
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may be expected to require that the plan contain a term limiting contribu- 
tions to the money purchase limit for each year, despite the fact that the 
earnings of members are such that 10 per cent of earnings can reasonably be 
expected not to exceed the money purchase limit. 


Subsection 147.1(14) requires that an application for registration of a pen- 
sion plan be made in prescribed manner by the plan administrator. Draft sec- 
tion 7803 of the Income Tax Regulations specifies that an application must 
be made by forwarding the following documents by registered mail to the 
Deputy Minister of National Revenue: 


e an application in prescribed form containing prescribed information; 


e certified copies of the documents that create and support the plan and 
the pension fund; and 


¢ awritten statement from the plan administrator acknowledging that he 
is the administrator. 


Subsection 147.1(15) provides that the Minister may accept a pension plan 
for registration for the purposes of the Act if the plan qualifies for 
registration. 


Subsection 147.1(16) provides that, where a plan is accepted for registration 
after December 31, 1988, the plan shall be considered to be a registered plan 
from the date specified in the plan as its date of commencement or, if later, 
the first day of the calendar year in which the application is made. As noted 
in the commentary on subsection 147.1(14), application for registration must 
be by registered mail. The date of application will be the date that the 
application is sent. 


Subsection 147.1(17) imposes the comprehensive limits on tax-assisted retire- 
ment saving through employer-sponsored RPPs and deferred profit sharing 
plans (DPSPs). By limiting PAs, it effectively limits both the money pur- 
chase contributions that can be made by or on behalf of a plan member and 
the retirement benefits that a member can accrue on a defined benefit basis. 
A corresponding provision is contained in paragraph 147(5.1)(c), applicable 
to DPSPs. 


Subsection 147.1(17) provides that an RPP becomes a revocable plan at the 
end of any calendar year after 1988 where: 


(a) the PA of an active a member in respect of an employer exceeds the 
lesser of 


(i) the money purchase limit for the year ($10,500 for 1989), and 


(ii) 18 per cent of the remuneration of the member for the year in 
respect of the employer; or 


(b) the aggregate of 
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(i) an active member’s PA in respect of an employer, and 


(ii) the aggregate of the member’s PAs in respect of all other 
employers who, at any time in the year, do not deal at arm’s length 
with the employer 


exceeds the money purchase limit for the year. 


Where an RPP becomes a revocable plan, section 147.6 permits the Minister 
of National Revenue to revoke the registration of the plan. Subsection 
147.1(13) requires a plan to include terms that are adequate (in the opinion 
of the Minister) to prevent the plan from becoming a revocable plan. 


Subsection 147.1(17) has a restricted application to multi-employer plans. 
Such plans do not become revocable when the limit in paragraph 
147.1(17)(b), which applies to the aggregate of a member’s PAs in respect of 
a group of non-arm’s length employers, is violated by a member’s PAs. How- 
ever, if any of the employers participates, in respect of the member, in an 
RPP that is not a multi-employer plan, that plan will become a revocable 
plan where the limit in paragraph 147.1(17)(b) is violated. In effect, the 
deregistration penalty is confined to plans other than multi-employer plans. 
Furthermore, deregistration if a member’s PA in respect of a single employer 
exceeds the limit in paragraph 147.1(17)(a) is not applicable to a specified 
multi-employer plan unless the plan includes a money purchase provision and 
the member’s PA in respect of the employer includes contributions made 
under the provision. 


It is recognized that paragraph 147.1(17)(a), as drafted, renders revocable 
some multi-employer plans that it is not intended should be revocable. It is 
proposed, therefore, that paragraph 147.1(17)(a) be modified to exempt all 
multi-employer plans from becoming revocable thereunder. Furthermore, it 
is proposed that a multi-employer plan become revocable at the end of a year 
where the sum of a member’s pension credits under all provisions of the plan 
for the year in respect of a participating employer exceeds 18 per cent of the 
member’s remuneration for the year in respect of the employer (or the money 
purchase limit for the year, if less). As in existing paragraph 147.1(17)(a), 
however, a specified multi-employer plan would not become revocable where 
the sum of a member’s pension credits exceeds the specified limit unless the 
member’s pension credits under the plan include contributions made under a 
money purchase provision of the plan. 


Subsection 147.1(18) limits the total bridging benefits that can be provided 
to a member under the defined benefit provisions of a particular plan and 
under the defined benefit provisions of plans related to the particular plan. 
For this purpose, one plan is considered to be related to another if one 
employer participates in both plans or if non-arm’s length employers partici- 
pate in the two plans. The purpose of this subsection is to ensure that the 
bridging benefits provided to a taxpayer under two or more defined benefit 
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provisions do not exceed the bridging benefits that could be provided under a 
single provision. 


The aggregate bridging benefit limit in subsection 147.1(18) is equal to the 
least of the limits applicable to each defined benefit provision, with one 
adjustment: the proration when pensionable service is less than 10 years is 
based on aggregate pensionable service under all the provisions (counting 
overlapping periods only once), rather than the pensionable service under a 
specific provision. For example, if a taxpayer has 6 years of pensionable ser- 
vice under one provision and 5 years under a second provision, with a period 
of 3 years in common to both provisions, the proration for the purpose of sub- 
section 147.1(18) would be based on eight years of pensionable service. 


Subsection 147.1(18) does not apply to multi-employer plans. However, 
bridging benefits under such a plan are taken into account in determining 
whether an RPP that is not a multi-employer plan is subject to deregistration 
because the aggregate bridging benefits provided to a member are excessive. 


Subsection 147.1(19) provides that, for an amendment to an RPP to be 
accepted by the Minister of National Revenue, an application for acceptance 
of the amendment must be made in prescribed manner by the plan adminis- 
trator and the plan as amended must qualify for registration. In addition, 
where a plan is amended to provide for a return of contributions to a mem- 
ber, the amendment must stipulate that contributions which do not qualify 
under subsection 147.2(6) as amounts that may be transferred to another 
registered plan must be paid to the member by the end of the year following 
that in which the amendment is accepted by the Minister. 


Requirements relating to the administration of a plan during the time 
between the submission of an amendment to the Minister and the acceptance 
of the amendment are discussed in the commentary on subsection 147.1(27). 


In order to ensure that the objects of the Act with respect to tax assistance 
for retirement savings are not frustrated or avoided, subsection 147.1(20) 
authorizes the Minister of National Revenue to impose such additional 
requirements and conditions with respect to any pension plan as may be 
considered reasonable. 


This discretion to impose additional conditions is provided in recognition of 
the impossibility and inappropriateness of enacting rules to regulate all tax- 
related aspects of all possible (existing and new) pension plans. Where 
important issues arise, however, it is anticipated that additional regulations 
will be enacted to deal with them without undue reliance on Ministerial 
discretion. 


Subsection 147.1(21) requires the administrator of an RPP to administer the 
plan in accordance with the terms of the plan as registered. Where a plan 
fails to qualify for registration, an exception is provided to allow the plan to 
be administered as if it were amended to qualify for registration. Failure to 
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comply with this subsection is an offence under subsection 238(2) of the Act. 
For a discussion of the expression “the plan as registered”, reference may be 
had to the commentary on subsection 147.1(27). 


Two points require a brief description before the purpose of subsection 
147.1(22) can be explained: the meaning of expressions such as “the plan 
provides benefits”, and the certification procedure for past service benefits. 


Throughout the new rules respecting pension plans, reference is made to ben- 
efits provided by a plan. Where a rule contemplates a specific member of the 
plan, benefits are to be considered as provided if they are promised to the 
member, whether absolutely or contingently. For example, benefits which 
have accrued in respect of a member are “‘provided benefits” even though the 
member does not have a vested right to the benefits. Where a rule depends on 
the benefits that are or may become provided in respect of all present and 
potential future members of the plan, it is intended that benefits be con- 
sidered as provided by the plan if it is possible that they will, at some time, be 
promised absolutely or contingently to a member. 


With respect to the second point, a certification of the Minister of National 
Revenue must be obtained in accordance with draft subsection 7706(2) of the 
Income Tax Regulations before certain additional past service retirement 
benefits may be paid to a member of an RPP. As part of the procedure for 
obtaining the certification, a provisional past service pension adjustment 
(PSPA) of the member must be calculated and submitted to the Minister. 
This amount depends on the benefits that are provided to the member under 
the plan. 


Subsection 147.1(22) ensures that where benefits are provided to a member 
of a pension plan subject to certification by the Minister, the benefits are 
considered, for the purposes of section 147.1 and the calculation of the 
member’s provisional PSPA, to be provided under the plan. 


Subsection 147.1(23) provides that, for the purposes of certain rules, an 
unregistered pension plan is not considered to provide benefits until it is 
accepted for registration by the Minister of National Revenue, and an RPP is 
not considered to provide benefits as a consequence of an amendment to the 
plan until the amendment is accepted by the Minister. Reference may be had 
to the commentary on subsection 147.1(22) for a discussion of the expression 
“provide benefits’. 


Subsection 147.1(23) is applicable for the purposes of the rules relating to 
the certification of past service benefits. As a consequence, benefits in respect 
of years prior to the year in which a pension plan is registered will be 
regarded as past service benefits and will be subject to certification. Simi- 
larly, benefits that result from an amendment to an RPP and that are in 
respect of years prior to the year in which the amendment is accepted by the 
Minister will be past service benefits and subject to certification. In the 
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absence of subsection 147.1(23), only those benefits in respect of years prior 
to the year in which an amendment is effective would be past service benefits. 


Subsection 147.1(23) is also applicable for the purposes of the determination 
of PAs. This ensures that where benefits are subject to certification and 
hence are taken into account through the PSPA mechanism, they are 
excluded in the determination of PAs. 


Subsection 147.1(24) provides that a person is considered to be connected 
with an employer at any time if, at that time, the person 


(a) owns 10 per cent or more of the issued shares of any class of the 
capital stock of the employer or of a corporation related to the 
employer, or 


(b) does not deal at arm’s length with the employer. 


The subsection contains rules which deem a person to own, for the purposes 
of the subsection, shares owned by a person with whom he does not deal at 
arm’s length, by a trust of which he is a beneficiary, or by a partnership of 
which he is a member. Special rules also apply where an individual provides 
service to an employer who would be carrying on a personal services business 
if certain conditions were satisfied, or if an individual has a right to acquire 
shares (instead of owning the shares) where one of the main reasons for the 
right is to avoid the person being considered as connected with an employer. 


Subsection 251(1) of the Act sets out when persons are considered not to deal 
with each other at arm’s length. Related persons — including individuals con- 
nected by blood relationship, marriage or adoption — are always considered 
not to deal with each other at arm’s length. Where persons are not related, it 
is a question of fact whether an arm’s length relationship exists at a 
particular time. 


The rules in subsection 147.1(24) for determining if a person is connected 
with an employer are similar to, but broader than, the rules in subsection 
248(1) of the Act for determining if a person is a “specified shareholder” of a 
corporation. They also differ in a number of respects from the rules in para- 
graph 8(d) of Revenue Canada’s Information Circular 72-13R7 for deter- 
mining if a person is a “‘significant shareholder”. In particular, the 10-per- 
cent share ownership test is based on ownership of shares of any class, as in 
the definition of “specified shareholder”, rather than shares that carry voting 
rights, as in the definition of “significant shareholder”’. 


The new registration rules permit a person connected with an employer to 
accrue benefits under a defined benefit or money purchase provision of a 
RPP in respect of service after 1987. The current restriction in paragraph 
8(d) of Information Circular 72-13R7 that a defined benefit plan not be 
primarily for the benefit of significant shareholders will not apply after 1988. 
However, certain restrictions will apply to the benefits provided to a person 
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connected with a participating employer. As indicated in the commentary on 
subsection 147.1(4), a special “updated career average” maximum pension 
rule applies to such a person. In addition, the regulation which will permit a 
survivor pension on death prior to retirement to be based on projected ben- 
efits and the regulations prescribing periods of disability, qualified periods of 
reduced pay and qualified periods of temporary absence will not apply in the 
case of a person connected with an employer. The rules also enable a plan to 
provide past service benefits to a person connected with an employer in 
respect of years prior to 1988. However, subsection 147.1(7) requires that 
such benefits be approved by the Minister of National Revenue. This will 
permit Revenue Canada to continue to apply the existing significant 
shareholder rules in respect of pre-1988 service. 


Subsection 147.1(25) defines a “dependant” in respect of a plan member for 
the purposes of the survivor benefit provisions in paragraphs 147.1(8)(d) and 
(f). Those provisions permit an RPP containing a defined benefit provision to 
provide a pension to a member’s spouse or dependant after the member’s 
death. A dependant in respect of a member is a person who was, at the date 
of the member’s death, a parent, grandparent, brother, sister or child of the 
member and who was dependent on the member for support at that date. 
(The listed relationships are given extended meanings by section 252 of the 
Act.) A person continues to be considered a dependant until the latest of: 


e the end of the year in which he attains the age of 18; 


© where he has been a full-time student since the later of the day of the 
member’s death and the day on which he attained the age of 18, the day 
he ceases to be a full-time student; and 


e where he is a dependant by reason of mental or physical infirmity, the 
day he ceases to be infirm. 


Where pensionable service includes a period when a plan member was not 
employed by a participating employer of the plan, subsection 147.1(26) 
requires the plan administrator to apportion the period in a reasonable man- 
ner as pensionable service with participating employers. This rule applies, for 
example, where pension benefits are provided based on service with a prior 
employer or where benefits continue to accrue to a disabled plan member 
who is no longer employed. The rule is necessary primarily because pension 
adjustments (PAs) and past service pension adjustments (PSPAs) are cal- 
culated in respect of an employer and depend on benefits that are provided in 
respect of pensionable service with the employer. The rule is also relevant for 
the purpose of paragraph 147.1(3)(d), which indirectly requires that past 
service benefits in respect of an employer be certified before being paid. 


Subsection 147.1(27) provides that any reference to a pension plan 
as registered means the terms of the plan as accepted for registration and 
as amended by 
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e amendments that have been accepted by the Minister of National 
Revenue, and 


¢ amendments that have been submitted for acceptance but have not been 
accepted or rejected, if the plan as amended can reasonably be expected 
to qualify for registration. 


This subsection is relevant for the purpose of subsection 147.1(21), which 
obliges the administrator of a plan to administer the plan in accordance with 
its terms as registered. In particular, it permits the administrator to take into 
account amendments that have been submitted for acceptance by the Minis- 
ter and that can reasonably be expected to be accepted. For example, where 
the contribution rate under a money purchase plan is increased, the addi- 
tional contributions could normally be made as soon as the amendment is 
submitted to the Minister (assuming that the plan contains appropriate terms 
to ensure that the PA limits in subsection 147.1(17) are respected, as 
required by subsection 147.1(13)). 


Subsection 147.1(27) is also relevant for the purpose of section 147.6, which 
provides that the registration of an RPP may be revoked if it is not adminis- 
tered in accordance with its terms as registered. 


Section 147.2 provides a new set of rules governing the transfer of funds from 
RPPs to RRSPs and other RPPs after 1988. Parallel rules applying to trans- 
fers from DPSPs to other registered plans are provided in new subsections 
147(19) to (21). In general, these new rules permit the direct transfer of 
lump sum amounts between plans on a tax-free basis where the amounts 
satisfy certain conditions, and they prohibit the direct transfer of any other 
amounts. The deductions currently provided under paragraphs 60(j) and (k) 
of the Act in respect of amounts received from RPPs and DPSPs and recon- 
tributed to registered plans are being eliminated, so that indirect tax-free 
rollovers — an amount received by an individual and included in income under 
subparagraph 56(1)(a)(i) or subsection 147(10) and a subsequent contribu- 
tion that qualifies as a deduction under paragraph 60()) or (k) — will not be 
available. Deductions under paragraphs 60(j) and (k) will be provided in 
1989 in respect of periodic payments from RPPs or DPSPs which are trans- 
ferred to RPPs or RRSPs. Also, a deduction under paragraph 60(j) will con- 
tinue to be provided after 1988 in respect of a lump sum payment from a 
non-registered pension plan, where the payment is attributable to services 
rendered while the taxpayer was not resident in Canada. For the years 1989 
to 1994 inclusive, new paragraph 60(j.2) will provide a deduction of up to 
$6,000 per year in respect of periodic payments received from an RPP or 
DPSP and transferred to an RRSP of a taxpayer’s spouse. 


The purpose of the new transfer provisions in section 147.2 is to accommo- 
date the portability of retirement savings between different plans. However, 
under certain circumstances, inter-plan transfers can provide a means of 
obtaining tax deferral advantages in excess of the intended limits. For this 
reason, it is necessary to deal separately with various types of transfers and to 
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set limits on the amount of funds that can be transferred in some situations. 
Four general types of transfer are recognized: 


(a) a transfer from a money purchase provision of an RPP to another 
money purchase RPP provision or to an RRSP; 


(b) a transfer from a money purchase provision to a defined benefit 
provision of an RPP; 


(c) a transfer between defined benefit provisions of RPPs; and 


(d) a transfer from a defined benefit provision of an RPP to a money 
purchase RPP provision or to an RRSP. 


A transfer of any of these types can be made on behalf of a plan member 
only before retirement benefits have commenced to be paid to the member 
under the transferring plan. The amount transferred from a plan must be in 
satisfaction of all or part of the member’s rights under the plan. 


In addition, provision is made for transfers in three special circumstances: 
marriage breakdown, a return of employee contributions, and the death of a 
plan member. 


An amendment to an RPP to replace a money purchase provision by a 
defined benefit provision, or vice versa, also results in a transfer of funds 
from one type of benefit provision to another. Such “transfers”, and any 
other “transfers” within a plan, will be subject to rules similar to those in 
subsection 147.2. These rules are not included in the draft legislation but will 
be incorporated when the legislation is finalized. 


arene ein to Subsection 147.2(1) permits a direct transfer on behalf of an individual of a 

ITA , lump sum amount from a money purchase provision of an RPP to a money 

147.2(1) purchase provision of another RPP or to an RRSP for the benefit of the 
individual. There is no limit to the amount that may be transferred between 


plans in accordance with this subsection. 


Transfer - Money Purchase to Subsection 147.2(2) permits a direct transfer on behalf of an individual of a 
Defined Benefit ae, ; 
ITA lump sum amount from a money purchase provision of an RPP to a defined 
147.2(2) benefit provision of another RPP to fund benefits to be provided to the 


individual under the defined benefit provision. 


In general, a transfer in accordance with subsection 147.2(2) will be made to 
fund benefits in respect of past service. Thus, it will usually be necessary to 
obtain a certification of the Minister of National Revenue in respect of the 
benefits under draft subsection 7706(2) of the Income Tax Regulations. 
Transfers in accordance with subsection 147.2(2) serve, in effect, to offset 
the PSPA associated with the additional benefits. As a consequence of the 
dependence of the benefits on Ministerial certification, it may be necessary 
for the transfer to be made on a conditional basis, with all or a portion of the 
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amount being returned to the original plan or paid to the individual in the 
event that the certification is not obtained. 


Subsection 147.2(3) permits a direct transfer on behalf of an individual of a 
lump sum amount from a defined benefit provision of one RPP to a defined 
benefit provision of another RPP to fund benefits to be provided to the 
individual under the second provision. As an exception, the subsection does 
not permit a plan member’s share of an actuarial surplus under a defined 
benefit provision to be transferred directly to another plan. In addition, para- 
graph 147.1(3)(g) limits (through the stipulation that it requires to be 
included in plans) the lump sum amount available for transfer from a defined 
benefit provision of an RPP to the present value of the benefits foregone as a 
consequence of the transfer. 


As in the case of a transfer in accordance with subsection 147.2(2), a transfer 
in accordance with this subsection will generally be made to fund benefits in 
respect of past service. Thus, the benefits will be subject to Ministerial cer- 
tification before they can be paid. Accordingly, it may be necessary for the 
transfer to be conditional on certification, with provision being made for the 
possible return or payout of all or a part of the transferred funds. Transfers 
in accordance with this subsection, unlike those from money purchase provi- 
sions, do not serve to offset the PSPA associated with the past service ben- 
efits under the new defined benefit provision. Further details are provided in 
the commentary on draft subsection 7706(2) of the Income Tax Regulations. 


Subsection 147.2(4) permits a direct transfer on behalf of an individual of a 
lump sum amount from a defined benefit provision of an RPP to a money 
purchase provision of another RPP or to an RRSP, and limits the amount 
that may be transferred to a prescribed amount. As with subsection 147.2(3), 
this subsection does not permit a plan member’s share of an actuarial surplus 
under a defined benefit provision to be transferred directly to another plan. It 
should be noted that paragraph 147.1(3)(g) restricts (through the stipulation 
that it requires to be included in plans) the amount that may be transferred 
from a defined benefit provision to the present value of the foregone benefits. 


The regulation prescribing amounts for the purpose of subsection 147.2(4) is 
not included with the draft regulations. It is proposed that the prescribed 
amount in respect of a taxpayer will equal: 


(a) where the taxpayer has reached his 71st birthday, nil, and 
(b) in any other case, the amount determined by the formula 
Voy eye >: 
where 


A is the amount of lifetime retirement benefits (foregone as a 
result of the transfer) that would have been payable to the tax- 
payer under the provision for the first month following the 


fis) 
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transfer had the member attained his normal retirement age 
under the provision, retired and commenced to receive retire- 
ment benefits at the time of the transfer, and 


Bis the factor, set out in the following table, which corresponds 
to the actual age of the taxpayer at the time of the transfer. 
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The factors set out in the table are based on the value of a pen- 
sion that includes reasonably generous ancillary benefits and 
that commences at age 65. The value has been determined 
using interest rate, wage and price growth and mortality 
assumptions consistent with those underlying the factor of 9 by 
which defined benefits are multiplied to obtain pension credits. 


The purpose of this restriction on the amount that may be transferred from a 
defined benefit provision of an RPP to a money purchase RPP provision or to 
an RRSP is to prevent the use of such transfers as a means of obtaining 
larger tax-assisted retirement benefits than intended. In particular, the limit 
restricts the extent to which early retirement benefits, including bridging 
benefits and the additional value of a pension that is not actuarially reduced 
to reflect its commencement prior to age 65, can be converted into additional 
lifetime retirement benefits commencing at a later age. The restriction also 
ensures that unduly conservative assumptions are not used in in determining 
the commuted value of benefits for the purpose of a transfer. 


Transfer to RPP or RRSP for 
Spouse on Marriage 
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Subsection 147.2(5) permits the direct transfer of a lump sum amount from 
one RPP to another or to an RRSP for the benefit of the spouse or former 
spouse of a plan member, where the amount is transferred pursuant to court 
order or written agreement relating to a division of property on marriage 
breakdown. For this purpose, subsection 147.1(1) defines a spouse to include 
a common-law spouse. . 


Subsection 147.2(6) permits the direct transfer on behalf of an individual of 
a lump sum amount from one RPP to another or to an RRSP for his benefit 
where the amount is a return of employee contributions and associated 
interest. Such a transfer is permitted to the extent that: 


(a) the contributions were made in respect of pensionable service prior 
to 1988; or 


(b) the contributions were made in respect of pensionable service after 
1987, and the present value of the benefits to be provided to the 
individual in respect of such pensionable service is reduced by the 
amount of the contribution refund (and no benefits under other 
provisions or plans automatically increase to replace the reduced 
benefits). 


The purpose of the limit on the transferability of contribution refunds is to 
ensure that employee contributions made under a defined benefit provision 
are not then used to provide money purchase benefits that are additional to 
the defined benefits. Such a transfer would provide a way for additional tax- 
assisted saving to be realized without being taken into account through PAs. 


Subsection 147.2(7) permits the direct transfer on behalf of the spouse of a 
plan member of a lump sum amount to which the spouse is entitled as a 
consequence of the death of the member. The transfer may be made to an 
RPP or to an RRSP for the spouse’s benefit. For this purpose, a spouse is 
defined in subsection 147.1(1) to include a common-law spouse. Amounts to 
which beneficiaries other than a spouse are entitled are not eligible for a 
direct tax-free transfer to an RPP or RRSP. 


Subsection 147.2(8) prohibits the direct transfer of an amount from an RPP 
to another registered plan if the transfer is not allowed under subsections 
147.2(1) to (7). An exception is made for amounts that are deductible under 
paragraph 60(j) or (j.2), so that such amounts need not be paid out toa 
taxpayer before being contributed to another plan. 


Where a direct transfer is prohibited, it may still be possible for an amount to 
be transferred “indirectly”. In this case, the amount coming from an RPP 
would be paid to the individual and then contributed by him to an RRSP to 
the extent that he has unused RRSP deduction room. 


V1 
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Subsection 147.2(9) provides that an individual is not required to include in 
his income an amount transferred from an RPP to another RPP or an RRSP 
in accordance with section 147.2. It also provides that no taxpayer may claim 
a deduction in respect of such an amount. 


New section 147.3 of the Act requires the administrator of a registered pen- 
sion plan (RPP) that provides benefits on a defined benefit basis to file 
actuarial reports with the Minister of National Revenue at specified times. A 
report must be prepared by an actuary, must contain prescribed information, 
and must be based on reasonable assumptions and generally accepted 
actuarial principles. It is proposed to prescribe information similar to that 
currently required by paragraph 26 of Information Circular 72-13R7 in 
connection with the approval of employer contributions. 


An actuarial report must be filed 
e onor before December 31, 1991, if the plan is registered before 1989, 


© onor before the third anniversary of the plan’s acceptance for 
registration, if the plan is registered after 1988, 


e when the Minister of National Revenue, on reasonable notice, requires 
that a report be filed, and 


© onor before the end of the third year after the year in which the last 
actuarial report was filed (or was required to be filed, if the last report 
was filed late or no report has been filed). 


An actuarial report filed in accordance with new subsection 147.5(3) for the 
purpose of obtaining the Minister’s approval of employer contributions will 
satisfy the filing requirement of subsection 147.3. 


New section 147.4 of the Act requires the filing of information returns 
reporting pension adjustments (PAs) and pension adjustment reversals 
(PARs) and the filing of annual information returns in respect of registered 
pension plans (RPPs). It also requires the exchange of information between 
plan administrators and participating employers for the purposes of complet- 
ing information returns and calculating provisional past service pension 
adjustments (PSPAs), and requires the reporting of PAs, PSPAs and PARs 
to employees. 


New subsection 147.4(1) requires an employer to file annually with the 
Minister of National Revenue an information return in respect of each of his 
employees who is an active member of a registered pension plan or a deferred 
profit sharing plan (DPSP), reporting the employee’s pension adjustment 
(PA) in respect of the employer. An employee’s PA for a year must be 
reported by the end of February of the following year. Provision will be made 
(but is not included in the draft legislation) for the later reporting of PAs in 
limited circumstances, such as, for example, where it is determined after the 
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end of a year that a period of temporary absence or layoff in the year is to be 
included in pensionable service. 


An individual’s PA for a year in respect of an employer is, in general terms, 
the sum of: 


¢ contributions made in the year by the employer to DPSPs on behalf of 
the individual, 


¢ contributions made in the year by the individual, and by the employer on 
his behalf, to acquire money purchase benefits under an RPP, and 


e the lump sum equivalent of defined benefits under an RPP which accrue 
to the individual in respect of his service in the year with the employer. 


For a detailed discussion of PA, reference may be made to the commentary 
on draft section 7701 of the Income Tax Regulations. 


The PA amount reported by an employer in respect of an employee is not to 
include any portion of the employee’s PA that is required, by new subsections 
147.4(2) and (3), to be reported by the administrator of a multi-employer 
RPP: 


Subsection 147.4(1) is applicable with respect to PAs for 1988 and subse- 
quent years. Thus, employers must file the first information returns under 
this subsection on or before February 28, 1989. 


New subsection 147.4(2) of the Act provides an exception to the requirement 
in new subsection 147.4(1) that PAs be reported by employers. Subsection 
147.4(2) requires the administrator of a multi-employer RPP to file with the 
Minister of National Revenue an information return in respect of each mem- 
ber of the plan who makes contributions to the plan in a year in those circum- 
stances where the contributions are not remitted to the plan by a participat- 
ing employer. The return in respect of such a member is to contain the total 
of the member’s PAs for the year in respect of all participating employers of 
the plan, to the extent that the PAs arise as a result of such member contri- 
butions, whether the contributions are made to acquire money purchase 
benefits or additional defined benefits. The return reporting PAs for a year 
must be filed by the end of February of the following year. This subsection 
would apply, for example, in the case of an individual who is making contri- 
butions directly to the administrator of a multi-employer plan in order to 
acquire additional past service benefits. 


““Multi-employer plan” is defined in new subsection 147.1(1) of the Act. A 
multi-employer plan is, in general terms, a pension plan in which arm’s 
length employers participate, where each employer participates pursuant to a 
collective bargaining agreement or a by-law or statute and where each 
employer contributes to the plan in accordance with a negotiated or fixed 
schedule of contribution rates. 


Was 
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Subsection 147.4(2) is applicable with respect to PAs for 1988 and subse- 
quent years. Thus, administrators must file the first information returns 
under this subsection on or before February 28, 1989. 


New subsection 147.4(3) of the Act requires the administrator of a multi- 
employer RPP to file with the Minister of National Revenue an information 
return in respect of each member of the plan who accrues benefits in a year 
but who is not employed in the year by any participating employer. This sub- 
section may apply, for example, in the case of a permanently disabled plan 
member. The return is'to contain the total of the member’s pension credits 
for the year in respect of all participating employers of the plan, to the extent 
that the pension credits are calculated in relation to benefit provisions of the 
plan. Pension credits are determined under draft section 7701 of the Income 
Tax Regulations. They are the amounts calculated in respect of individual 
benefit provisions of RPPs that, when added together, give an employee’s PA 
for a year. 


Subsection 147.4(3) is applicable with respect to PAs for 1988 and subse- 
quent years. Thus, administrators must file the first information returns 
under this subsection on or before February 28, 1989. 


When an individual terminates his membership in all deferred profit sharing 
plans (DPSPs) and registered pension plans (RPPs) (other than multi- 
employer plans) in which his employer participates, and has not received any 
periodic payments from the RPPs, a pension adjustment reversal (PAR) is 
determined in respect of him. This is the amount of RRSP deduction room 
that is restored as a consequence of his termination, and will generally apply 
where the individual forfeits any part of his accrued benefits when he termi- 
nates. For a detailed discussion of PAR, reference may be made to the com- 
mentary on draft section 7704 of the Income Tax Regulations. 


New subsection 147.4(4) requires an employer to file with the Minister of 
National Revenue, within 60 days after an individual’s membership termina- 
tion date, a special information return containing the individual’s PAR. 
Under draft subsection 7704(5) of the Income Tax Regulations, the mem- 
bership termination date of an individual for the purpose of subsection 
147.4(4) is the date on which the individual ceases to be entitled to any 
benefits under the RPPs and DPSPs of his employer. 


Subsection 147.4(4) is applicable with respect to PARs for 1988 and subse- 
quent years, except that no returns need to be filed before February 28, 1989. 


New subsection 147.4(5) of the Act provides the same reporting require- 
ments as described above but for multi-employer plans. Where an individual 
terminates his membership in a multi-employer RPP before receiving any 
periodic payments from the plan, subsection 147.4(5) requires the adminis- 
trator of the plan to file with the Minister of National Revenue, within 60 
days after an individual’s membership termination date, a special informa- 
tion return containing the PAR of the individual to the extent that the PAR 
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arises in respect of the plan. Under draft subsection 7704(6) of the Income 
Tax Regulations, the membership termination date of an individual for the 
purpose of subsection 147.4(5) is the date on which the individual ceases to 
be entitled to any benefits under the plan. 


Subsection 147.4(5) is applicable with respect to PARs for 1988 and subse- 
quent years, except that no returns need to be filed before February 28, 1989. 


Where the administrator of an RPP needs information from an employer 
who participates in the plan in order to complete an information return in 
respect of an employee or former employee of that employer, new subsection 
147.4(6) requires the employer to provide the information on receipt of a 
written request from the administrator. Similarly, where an employer 
requires information from an administrator in order to complete an informa- 
tion return, new subsection 147.4(7) requires the administrator to provide the 
information. Where the information is required for the purposes of a PA 
report to be filed in the year in which the request is received, or for the pur- 
poses of a PAR report, it must be provided within 30 days of receipt of the 
request. Otherwise, it need not be provided until January 31 of the following 
year. Subsections 147.4(6) and (7) are applicable after Royal Assent. 


Where an individual’s benefits under an RPP in respect of past service are 
improved, a past service pension adjustment (PSPA) may arise. PSPA is, in 
general terms, the additional pension adjustments that would have been 
determined for the prior years if the plan had provided for the improved ben- 
efits at the time each pension adjustment was first determined. PSPA is 
described in detail in the commentary on draft section 7703 of the 

Income Tax Regulations. 


Before benefits can be paid to an individual pursuant to a past service 
improvement, it may be necessary to obtain a certification from the Minister 
of National Revenue in respect thereof. Certifications are discussed in the 
commentary on draft section 7706 of the Income Tax Regulations. When 
applying for the certification, the individual’s employer or the plan adminis- 
trator must submit a provisional PSPA — the PSPA associated with the 
proposed improvement — to the Minister. 


Where a plan administrator requires information from an employer in order 
to calculate a provisional PSPA in respect of an employee or former 
employee of that employer, new subsection 147.4(8) requires the employer to 
provide the information within 30 days after receiving a written request from 
the administrator. Similarly, new subsection 147.4(9) requires the adminis- 
trator to provide an employer with requested information, where the 
employer is calculating a provisional PSPA. 


Subsections 147.4(8) and (9) are applicable after Royal Assent. 


New subsection 147.4(10) of the Act requires the administrator of a regis- 
tered pension plan to file, by April 30th of each year, a general information 
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return in respect of the plan. This return will include information such as any 
changes made in the method used to determine pension adjustments and an 
indication of whether or not any plan members are connected with participat- 
ing employers. Subsection 147.4(10) is applicable after 1989; thus, the first 
return must be filed by April 30, 1990. 


Where an employer or a plan administrator is required by new subsections 
147.4(1) to (5) to report an individual’s PA or PAR, new subsection 
147.4(11) requires that two copies of the information return be sent to the 
individual. Subsection’ 147.4(11) is applicable after 1987. 


Where, in connection with an improvement in an individual’s past service 
benefits under an RPP, a certification of the Minister is obtained pursuant to 
draft subsection 7706(2) of the Income Tax Regulations, new subsection 
147.4(12) requires the person who obtained the certification — the employer 
or the plan administrator — to report to the individual the amount of his past 
service pension adjustment that was relevant for the purpose of the 
certification. Subsection 147.4(12) is applicable after 1988. 


Where a person is required to send an information return or a copy of a 
return to an individual pursuant to new subsection 147.4(11) or (12), new 
subsection 147.4(13) requires that the return or the copy be sent to the 
individual at his last known address or be delivered to the individual in per- 
son. The copies of a return reporting a PA or a PAR must be forwarded to 
the individual no later than the time the return is required to be filed with the 
Minister. The PSPA return must be forwarded within 60 days after receipt of 
the Minister’s certification. Subsection 147.4(13) is applicable after 1987. 


New section 147.5 of the Act provides the rules that govern the deductibility 
of employer and employee contributions to registered pension plans (RPPs). 
It replaces the existing rules in paragraph 8(1)(m) (employee contributions) 
and paragraphs 20(1)(q) and (s) (employer contributions). The new rules 
are generally applicable in respect of contributions that are deductible 

after 1988. 


New subsection 147.5(1) provides an employer with a deduction in respect of 
his contributions to an RPP. This subsection replaces existing paragraphs 
20(1)(q) and 20(1)(s). As amended, paragraph 20(1)(q) provides that 
employer contributions to an RPP may be deducted in computing income 
from a business or property to the extent that they are deductible under new 
subsection 147.5(1). 


Under subsection 147.5(1), an employer contribution paid in a taxation year 
or within 120 days after the end of the year is deductible in the year, except 
to the extent it was deducted in the previous year, if, in the case of a contri- 
bution paid in respect of money purchase benefits, the contribution is made 
in accordance with the terms of the plan as registered, and if, in the case ofa 
contribution paid in respect of defined benefits, it is an eligible contribution 
(as defined in new subsection 147.5(2)). 
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By providing a deduction only in respect of eligible contributions and contri- 
butions made in accordance with the terms of a plan as registered, subsection 
147.5(1) effectively limits the amount of employer contributions that can be 
deducted in a year. Several provisions are relevant in this regard. 


(a) New subsection 147.5(2), which defines “eligible contributions” in 
relation to a defined benefit plan: This expression is defined, in 
general terms, as contributions that are required to fund promised 
benefits, that are calculated in accordance with specified 
conditions, and that are approved by the Minister of National 
Revenue. 


(b) New subsection 147.1(17), which requires that the pension adjust- 
ment (PA) of each member of an RPP satisfy certain limits: A 
member’s PA depends on contributions made in respect of him to 
fund money purchase benefits and on the amount of defined ben- 
efits that he accrues (and also on contributions on his behalf to 
deferred profit sharing plans). Thus, a plan must suitably define 
and restrict such contributions and benefits so that the subsection 
147.1(17) limits are not violated. Failure to comply with the limits 
in that subsection can result in the revocation of a plan’s 
registration. 


(c) The various new provisions that limit benefits, including in par- 
ticular those in subsection 147.1(4): Since a contribution is an eli- 
gible contribution, as defined in new subsection 147.5(2), only if it 
is made to fund benefits, a limit on benefits effectively places a 
limit on contributions. 


New subsection 147.5(1) is applicable to the 1989 and subsequent taxation 
years with respect to contributions made after 1988. 


New subsection 147.5(2) of the Act defines eligible contributions for the pur- 
poses of new subsection 147.5(1) (which provides for the deduction of eligible 
contributions in computing an employer’s income) and new paragraph 
147.1(2)(a) (which limits, through the terms of an RPP, the contributions 
that can be made to the plan). Subsection 147.5(2) is derived from existing 
paragraph 20(1)(s), but also includes conditions not in that paragraph. 


An employer contribution to an RPP in respect of defined benefits is an eli- 
gible contribution where it is made on the recommendation of an actuary in 
whose opinion the contribution is required so that the plan will have suffi- 
cient assets to provide benefits in accordance with its terms as registered. The 
recommendation must have been made no earlier than the third year before 
that in which the contribution is made, and it must have been approved by 
the Minister of National Revenue. Further conditions apply to the actuary’s 
recommendation, as described below. 
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The actuary’s recommendations are required to be based on an actuarial 
funding method that produces a reasonable matching of contributions with 
accruing benefits. This condition is intended to preclude the use of methods 
that may result in excessive advance funding of benefits or that do not gener- 
ate an actuarial liability that is based, in a reasonable way, on accrued ben- 
efits. However, it is not intended to prohibit the use of methods such as the 
entry age method. 


In addition, the actuary’s recommendation is to be prepared in accordance 
with generally accepted actuarial principles and based on reasonable assump- 
tions. Assumptions which are unduly conservative would not be regarded as 
reasonable. Where conditions do not change to the extent that those assump- 
tions become unreasonable, the contributions made in accordance with the 
recommendation will remain eligible. Where the assumptions become unrea- 
sonable, a revised recommendation will be required. While contributions in 
excess of the recommended amounts will not be deductible, contributions 
that are less than that amount will qualify as eligible contributions. 


In the case of plans in which more than one employer participates, the assets 
and actuarial liabilities (as of the beginning of the period in respect of which 
a recommendation is prepared) are required to be allocated among the 
employers in a reasonable way. This requirement in paragraph 147.5(2)(d) is 
intended to serve two purposes: first, to ensure that the unfunded liability 
associated with an employer, and hence his contributions in respect of that 
liability, are not excessive; and second, to require a reasonable determination 
of each employer’s actuarial surplus for the purpose of the rule in paragraph 
147.5(2)(e) described below. As a consequence of the allocation, there may 
be an unfunded liability in respect of the employees of one employer, while at 
the same time there is an actuarial surplus in respect of the employees of 
another participating employer in the same plan. 


It is not intended that the allocation require a separate accounting in respect 
of each employer, as if each employer had established his own plan. Contri- 
bution requirements may be determined on an average basis, where this 
would not be unreasonable. It is expected that the allocation methods cur- 
rently employed by most, if not all, plans in which more than one employer 
participates would be acceptable. On the other hand, paragraph 147.5(2)(d) 
permits a separate accounting if the participating employers choose to follow 
this approach. 


Where there is an actuarial surplus in an RPP at the time a recommendation 
relating to contributions is prepared, no additional contributions are required 
until the actuarial liabilities of the plan have increased so that there is no 
longer a surplus. In the absence of paragraph 147.5(2)(e), current service 
contributions made while a plan is in a surplus position would not be eligible 
contributions, and thus could not be deducted. Paragraph (e) permits an 
actuarial surplus to be ignored for the purpose of determining contribution 
requirements, to the extent that the surplus does not exceed the lesser of (i) 
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20 per cent of actuarial liabilities, and (ii) twice the combined employer and 
employee current service cost for the first year in respect of which a recom- 
mendation is prepared. Consequently, deductible current service contribu- 
tions may be made while an RPP has a moderate amount of surplus. This 
rule is analogous to the existing rule in paragraph 39 of Information 
Circular 72-13R7. 


New subsection 147.5(2) is applicable after 1988. 


New subsection 147.5(3) of the Act requires that an actuarial report be filed 
with the Minister of National Revenue whenever his approval of a contribu- 
tion recommendation is sought. The report must be prepared by an actuary 
and must contain prescribed information. It is proposed to prescribe informa- 
tion similar to that currently required by paragraph 26 of Information 
Circular 72-13R7. An actuarial report filed in accordance with subsection 
147.5(3) will satisfy the filing requirements of new section 147.3. 


New subsection 147.5(3) is applicable after 1988. 


New subsection 147.5(4) of the Act provides a deduction in respect of contri- 
butions made by an employee to an RPP, and is applicable to the 1989 and 
subsequent taxation years. This subsection replaces existing paragraphs 
8(1)(m) and (m.1) and subsections 8(6) and (8). An amended paragraph 
8(1)(m) provides that employee contributions to an RPP may be deducted in 
computing income from an office or employment to the extent that they are 
deductible under new subsection 147.5(4). 


New subsection 147.5(4) provides separate rules for the deductibility of: 
(a) contributions made in respect of service after 1987; 


(b) contributions made in respect of years of service before 1988 in 
which an employee was not a contributor to an RPP; and 


(c) contributions made in respect of years of service before 1988 in 
which an employee was a contributor to an RPP. 


Paragraph 147.5(4)(a) provides that an employee contribution made to an 
RPP in respect of pensionable service after 1987 is deductible in computing 
income to the extent that it is made in accordance with the terms of the plan 
as registered. This rule applies whether a contribution is a current service or 
a past service contribution, and whether it is required to be made or is made 
at the employee’s option. 


The condition in paragraph 147.5(a) that contributions be made in accord- 
ance with the terms of a plan as registered effectively limits the amount of 
contributions that can be deducted in a year, since the terms of a plan will 

reflect the limits imposed by several new provisions. 
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(a) New paragraph 147.1(3)(a), which provides, as a condition of regis- 
tration, that the amount of employee contributions in respect of 
defined benefits which can be required by a plan may not exceed 
specified limits. 


(b) New subsection 147.1(17), which requires that the pension adjust- 
ment of each member of an RPP satisfy certain limits: A plan must 
suitably define and restrict contributions and benefits so that the 
limits in subsection 147.1(17) are respected. 


(c) The various new provisions that limit benefits, including in particu- 
lar those in subsection 147.1(4): Since the amount of contributions 
which a plan can require an employee to make depends upon the 
benefits to be provided, a limit on benefits is also a limit on 
contributions. 


Paragraph 147.5(4)(b) allows an individual to deduct RPP contributions 
made by him in respect of years of service prior to 1988 in which he was not 
a contributor to an RPP. The deduction is similar to the deduction currently 
available under subparagraph 8(1)(m)(ii) of the Act (in conjunction with 
subsection 8(8)). An individual’s deduction under paragraph (b) in a year is 
limited to the least of 


(a) the amount of such contributions, other than additional voluntary 
contributions (AVCs), made by him in the year or a previous year, 
minus deductions previously claimed in respect of those 
contributions, 


(b) $3,500, and 


(c) $3,500 for each year in which he was not a contributor to any RPP 
and that is included in his eligible service under an RPP to which he 
has made a contribution eligible to be deducted under paragraph 
147.5(4)(b), minus deductions previously claimed in respect of 
those contributions and minus deductions claimed under existing 
subparagraph 8(1)(m)(ii) in respect of AVCs. 


AVCs (as defined by a new definition in subsection 248(1)) are contributions 
made by an employee to an RPP on an optional basis and that will be used to 
provide money purchase benefits. 


Existing subparagraph 8(1)(m)(ii) applies on a plan by plan basis, in the case 
of an individual who was a member of two or more plans. Thus, an individual 
who makes past service contributions to a plan in respect of a year in which 
he was not a contributor to the plan can deduct the contributions under sub- 
paragraph 8(1)(m)(ii) even though he was a contributor to another plan. 
New paragraph 147.5(4)(b) introduces a change in this regard. In order for a 
past service contribution to be deductible by an individual under paragraph 
147.5(4)(b), the individual cannot have been a contributor to any RPP in the 
year in respect of which the contribution was made. Grandfather treatment is 
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provided for past service contributions made to RPPs before March 28, 1988, 
or made on or after that date pursuant to a written agreement entered into 
before that date. The present plan by plan test of whether an individual was a 
contributor will continue to apply in determining whether such contributions 
are deductible under new paragraph 147.5(4)(b). 


Paragraph 147.5(4)(c) permits an individual to deduct RPP contributions 
made by him in respect of years of service prior to 1988 in which he was a 
contributor to an RPP. The deduction is similar to the deduction currently 
available under subparagraph 8(1)(m)/(iii) of the Act (in conjunction with 
subsection 8(8)). 


The maximum deduction which an individual may claim under paragraph (c) 
in a year is equal to the lesser of 


(a) the amount of contributions, other than AVCs and contributions 
eligible for deduction under paragraph 147.5(4)(b), made by him in 
the year or a previous year in respect of years of service prior to 
1988, minus deductions previously claimed in respect of those 
contributions, and 


(b) $3,500 minus the total of amounts deducted under new paragraphs 
147.5(4)(a) and (b) in computing his income for the year. 


New subsection 147.5(4) is applicable to the 1989 and subsequent taxation 
years. 


New subsection 147.5(5) of the Act provides a special rule applicable to 
teachers, and replaces a similar rule in existing subsection 8(7). A teacher 
(employed by Her Majesty or a tax-exempt employer) who makes or has 
made contributions to an RPP in respect of years of service before 1988 may 
deduct these contributions, to the extent they have not previously been 
deducted, in accordance with the rules in new paragraph 147.5(4)(b) even 
though the teacher was a contributor to the plan in the years in respect of 
which the contributions were made. This enables a teacher to take advantage 
of the additional annual $3,500 deduction provided by paragraph 
147.5(4)(b), instead of the generally more restrictive deduction provided by 
paragraph 147.5(4)(c). 


New subsection 147.5(5) is applicable to the 1989 to 1994 taxation years. No 
special rule will apply to teachers after the 1994 taxation year. 


New section 147.6 of the Act provides that the registration of a pension plan 
can be revoked for specified reasons, and sets out the procedure to be 
followed by the Minister of National Revenue in revoking the registration 
of a plan. Section 147.6 is applicable after 1988. 


New subsection 147.6(1) provides that the registration of a pension plan can 
be revoked if: 
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¢ the plan does not comply with a condition of the Act for registration, 
¢ the plan is not administered in accordance with its terms as registered, 


¢ the plan becomes a revocable plan pursuant to new subsection 147.1(17) 
(limits applicable to pension adjustments) or new subsection 147.1(18) 
(maximum bridging benefits), 


© arequirement or condition imposed by the Minister with respect to the 
plan is not complied with, 


e anamount is transferred from the plan to another registered pension 
plan or to a registered retirement savings plan contrary to new 
subsection 147.2(8), 


e the plan administrator or a participating employer fails to file an infor- 
mation return as and when required by section 147.4, which requires the 
filing of returns in respect of pension adjustments and pension adjust- 
ment reversals of members and former members, and annual informa- 
tion returns in respect of the plan, or 


¢ the plan administrator fails to file an actuarial report in respect of the 
defined benefit provisions of the plan as and when required by new 
section 147.3. 


As a first step in revoking the registration of a pension plan, the Minister of 
National Revenue must notify the plan administrator by registered mail that 
he intends to revoke the plan’s registration as of a specified date. The date 
can be the date of the failure or event that entitles the Minister to give the 
notice of intent, or any subsequent date. Upon receipt of such a notice, the 
plan administrator or a participating employer may, under amended 
subsection 172(3), appeal to the Federal Court of Appeal. 


New subsection 147.6(2) provides that, after the Minister has given notice 
that he intends to revoke the registration of a pension plan, he may give a 
further notice that the registration of the plan is revoked as of a specified 
date, which date may be no earlier than the date stated in the notice of 
intent. The notice of revocation cannot be given until 30 days after the notice 
of intent was given. Subsection 147.6(2) also allows the Minister to give a 
notice of revocation where a plan administrator applies for revocation of the 
registration of the plan. 


New subsection 147.6(3) provides that the registration of a pension plan is 
revoked as of the date specified in the Minister’s notice of revocation given 
under subsection 147.6(2) unless, in the course of an appeal pursuant to 
subsection 172(3), the Federal Court of Appeal orders otherwise. 


New section 147.7 allows the Minister of National Revenue to seek advice 
from the Superintendent of Financial Institutions with respect to any matter 
relating to pension plans. This section is applicable after 1987. 
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New section 147.8 of the Act, which is applicable after 1988, contains special 
rules that apply in the case of an existing pension plan that was submitted for 
registration prior to March 28, 1988. In general terms, most of the current 
registration rules will continue to apply to the defined benefit provisions of 
such plans until the end of 1990. Commencing in 1991, the defined benefit 
provisions of such plans will be subject to the new registration rules, but only 
in respect of benefits that accrue after 1990. 


New subsection 147.8(1) defines the expression “existing plan’, for the pur- 
poses of section 147.8, as a pension plan submitted to the Minister for 
registration before March 28, 1988. 


New subsection 147.8(2) sets out the rules which apply prior to 1991 in 
determining whether an existing plan continues to qualify for registration. 
For money purchase provisions, the rules in section 147.1 apply without 
modification. In the case of defined benefit provisions, the following rules in 
section 147.1 are not applicable: 


(a) paragraph (2)(c), which restricts the types of distributions that may 
be made by a plan, 


(b) paragraph (2)(e), which prohibits the provision of benefits in 
respect of any periods other than those specified, 


(c) paragraph (3)(c), which requires a plan to include a stipulation pro- 
hibiting the continued accrual of benefits after retirement benefits 
commence to be paid under the provision or under certain other 
defined benefit provisions, 


(d) paragraph (3)(e), which limits early retirement benefits, and 


(e) subsection (4), which limits lifetime retirement benefits. 


As a consequence of the exemption of existing plans from several of the rules 
in section 147.1, and in particular from the rule in paragraph 147.1(2)(c), 
provisions such as subsections 147.1(6) and (8) which permit specified ben- 
efits to be provided notwithstanding that the benefits do not comply with 
other registration rules are generally not relevant in determining whether an 
existing plan qualifies for registration. 


In place of the above rules, subsection 147.8(2) requires, as a condition of 
continuing registration, that the defined benefit provisions of an existing plan 
be acceptable to the Minister of National Revenue. For this purpose, it is 
intended that defined benefit provisions which have already been approved by 
the Minister will continue to be acceptable. Where benefits do not conform to 
the registration rules applicable to new plans, the acceptability of amend- 
ments to such benefits will be dealt with on a case-by-case basis. For exam- 
ple, an amendment to conform to the requirements of federal and provincial 
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pension benefits legislation will normally be acceptable. In general, amend- 
ments that bring an existing plan into closer conformity with the new regis- 
tration rules will be accepted, while those that move the plan further away 
from the new rules will not be accepted. 


New subsection 147.8(3) sets out the rules which apply after 1990 in deter- 
mining whether an existing plan continues to qualify for registration. Several 
of the rules in section 147.1 are modified in their application to defined 
benefit provisions, as follows: 


(a) Paragraphs (2)(c) (permissible distributions), (2)(e) (periods in 
respect of which benefits may be provided) and (3)(e) (early retire- 
ment benefits) do not apply to benefits provided in respect of 
pre-1991 service. 


(b) The stipulation prohibiting the continued accrual of benefits after 
retirement benefits commence to be paid, required to be in a plan 
by paragraph (3)(c), may exempt benefits in respect of pre-1991 
service from its application. 


(c) The maximum retirement benefits rule in subsection (4) does not 
apply to retirement benefits in respect of pre-1991 service. 


(d) For the purpose of determining whether benefits in respect of ser- 
vice after 1990 are acceptable pursuant to paragraphs (8)(b) to (k) 
~ which allow inflation adjustments, specified death benefits and 
certain benefits at the option of plan members — such benefits are to 
be considered as separate from benefits in respect of pre-1991 
service. 


Subsection 147.8(3) adds, as an additional condition of qualification for 
registration, the requirement that defined benefits in respect of pre-1991 ser- 
vice be acceptable to the Minister of National Revenue. For this purpose, it is 
intended that benefits which have already been approved by the Minister will 
continue to be acceptable. The acceptability of amendments to such benefits 
will be dealt with on a case-by-case basis. 


New subsection 147.8(4) provides that an existing plan qualifies for registra- 
tion if it would so qualify in the absence of the special rules in subsections 
147.8(2) and (3). Thus, Ministerial approval of benefits is not required if a 
plan qualifies for registration under the rules applicable to new plans. 


Where benefits in respect of periods before 1989 have vested in plan mem- 
bers, it may not be possible to alter the benefits so that the plan qualifies for 
registration. New subsection 147.8(5) provides that, if such benefits are 
acceptable to the Minister of National Revenue, the plan does not fail to 
qualify for registration because it provides the benefits. It is intended that 
this subsection apply, for example, to money purchase benefits that have 
commenced to be paid. 
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New subsection 147.1(17) imposes certain limits that must be satisfied by the 
pension adjustments of the members of an RPP in order for the plan to con- 
tinue to be acceptable for registration. New subsection 147.8(6) exempts an 
existing plan from the application of subsection 147.1(17) before 1991 if the 
plan contains only defined benefit provisions or if it contains money purchase 
provisions but no contributions are made under those provisions. 


New subsection 147.1(18) imposes a limit applicable in the special case 
where bridging benefits are paid to a plan member under two or more 
defined benefit provisions of the same plan or under provisions of related 
plans. New subsection 147.8(7) provides that this limit does not apply to an 
existing plan before 1991. 


Subclauses 11(2) to (9) 


These set out the effective dates for new sections 147.1 to 147.8 of the Act. 


Clause 12 


Subclause 12(1) 


Subsection 172(3) of the Act provides for appeals to the Federal Court of 
Appeal where there are disputes regarding the status of certain organizations 
or plans. New paragraphs 172(3)(f) and (f.1) are added to permit appeals 
where the Minister of National Revenue refuses to accept a pension plan for 
registration, gives notice that he proposes to revoke the registration of a reg- 
istered pension plan or refuses to accept an amendment to such a plan. The 
closing words of the subsection are amended to provide that an appeal under 
new paragraph (f) or (f.1) may be made by the administrator of a plan or by 
a participating employer. Existing paragraph 172(3)(g), which deals with 
retirement income funds, is amended to delete the reference to the revocation 
of the registration of such a fund. This amendment is strictly consequential 
on a previous amendment to subsection 146.3(11) of the Act. The amend- 
ments to subsection 172(3) are applicable after 1988. 


Subclause 12(2) 


Where an application is made to the Minister of National Revenue for the 
registration or designation of certain organizations or plans, and the appli- 
cant is not notified of the Minister’s decision within 180 days after making 
the application, subsection 172(4) of the Act treats the Minister as having 
refused the application and permits the applicant to appeal the refusal under 
subsection 172(3). New paragraphs (e) and (e.1) are added to subsection 
172(4) so that the subsection applies where an application is made for the 
registration of a pension plan or for the acceptance of an amendment to a 
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registered pension plan. This amendment, which is consequential on the 
amendments to subsection 172(3), is applicable after 1988. 


Subclause 12(3) 


This sets out the effective date for the amendments to section 172 of the Act. 


Clause 13 


Subsection 180(1) of the Act provides that an appeal to the Federal Court of 
Appeal under subsection 172(3) must be commenced within 30 days from the 
time that the Minister of National Revenue’s decision or notice was mailed, 
unless this time limit is extended by the Court. New paragraphs 180(1)(c) 
and (d) are added so that the subsection applies when the Minister gives 
notice that he proposes to revoke the registration of a registered pension plan, 
or when he refuses to accept an amendment to such a plan. This amendment 
is consequential on the amendments to subsection 172(3). Subsection 180(1) 
is also amended to delete the word “from” at the beginning of paragraph (b). 
The amendments to subsection 180(1) are applicable after 1988. 


Clauses 14 and 15 


Part X.1 of the Act (sections 204.1 to 204.3) imposes a special tax on excess 
contributions to registered retirement savings plans (RRSPs) and deferred 
profit sharing plans. This tax is intended to discourage such contributions 
from being made to take advantage of the exemption from tax available to 
such plans in respect of their investment earnings. 


At present, the tax is determined as follows. The amount of excess contribu- 
tions paid by an individual to an RRSP is calculated separately for each year, 
under subsection 204.2(1). Subsection 204.1(1) aggregates the excess contri- 
butions paid in each year, deducts any contributions that have been returned 
to the individual, and applies the 1 per cent tax to the result. The tax is 
payable in respect of each month that an individual has excess contributions 
for any year, and is calculated as of the end of the month. However, it is not 
payable until 90 days after the end of the year that includes the month. 


The method for determining the amount of tax payable in respect of excess 
contributions to RRSPs is being modified to conform to the new system of 
RRSP deduction limits. A single amount — the cumulative excess amount of 
an individual in respect of RRSPs — will be used in place of the current 
excess amounts for each year, and will be net of any excess contributions that 
have been returned to the individual and a margin of $8,000. The tax payable 
by an individual in respect of a month will equal | per cent of his cumulative 
excess amount at the end of the month. 
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The new method for determining Part X.1 tax in respect of excess contribu- 
tions to RRSPs is applicable for contributions paid after 1988. Excess 
contributions paid in 1988 or earlier years will continue to be taxed under 
the existing rules. 


Clause 14 


New subsection 204.1(2.1) levies a special 1 per cent tax in respect of excess 
contributions made to RRSPs after 1988. The tax payable by an individual in 
respect of any month is equal to | per cent of his cumulative excess amount 
at the end of the month. The new rules for determining an individual’s 
cumulative excess amount are in subsection 204.2(1.1) and are discussed 
below. 


Clause 15 


Subclause 15(1) 


Existing subsection 204.2(1) defines the “excess amount for a year in respect 
of registered retirement savings plans” of an individual for the purpose of the 
special tax on excess contributions imposed by subsection 204.1(1). In gen- 
eral terms, an individual’s excess amount for a year is the amount by which 
his contributions in the year to registered retirement savings plans (RRSPs) 
exceed the amount he is entitled to deduct in the year in respect of the contri- 
butions (or $5,500, if greater) plus the amount he was entitled to deduct in 
the preceding year in respect of the contributions. Excluded from such contri- 
butions are amounts transferred on a tax-free basis to an RRSP under para- 
graph 60(j) (transfer of superannuation benefits), paragraph 60Q.1) (trans- 
fer of retiring allowances), paragraph 60(1) (transfer of RRSP refunds of 
premiums and certain other RRSP and registered retirement income fund 
amounts), or subsection 146(16) (transfer of funds from one RRSP to 
another). 


Subsection 204.2(1) is amended to define an individual’s excess amount for 
years after 1988 to be nil. This amendment is made as a consequence of the 
introduction of new provisions applicable with respect to excess contributions 
made to RRSPs after 1988. Such contributions will be subject to tax under 
new subsection 204.1(2.1). Subsection 204.2(1) is also amended to exclude 
from an individual’s excess amount for a year payments which are deductible 
under new paragraph 60(j.01) (transfer of actuarial surplus). This amend- 
ment is strictly consequential on the introduction of that new paragraph. The 
amendments to subsection 204.2(1) are applicable after 1987. 


Subclause 15(2) 


New subsection 204.2(1.1), which is applicable after 1988, sets out the 
method for determining an individual’s cumulative excess amount in respect 
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of RRSPs for the purposes of the subsection 204.1(2.1) tax on excess RRSP 
contributions. In general terms, the cumulative excess amount of an 
individual in respect of RRSPs is equal to the premiums he has paid to 
RRSPs and has not deducted, less the aggregate of the RRSP deduction 
room available to him and $8,000. 


The undeducted RRSP premiums of an individual are determined in the 
manner set out in new subsection 204.2(1.2). In brief, this amount is equal, 
at any time, to the premiums paid by the individual to RRSPs before that 
time (other than premiums paid on a rollover basis) less such premiums that 
have either been deducted by the individual before the year that includes that 
time or have been returned to him before that time. 


The RRSP deduction room available to an individual at any time in a year is 
determined pursuant to a formula contained in subsection 204.2(1.1). This 
amount is computed in the same way as the individual’s RRSP deduction 
limit for the year, except that the amount of net past service pension adjust- 
ment (“net PSPA”’) which reduces the deduction room depends on the time 
as of which the individual’s deduction room is computed. Net PSPA is deter- 
mined in accordance with new subsection 204.2(1.3). Reference may be 
made to the commentary on new paragraph 146(1)(g.1) for details regarding 
the computation of an individual’s RRSP deduction limit. 


The $8,000 which is added to the deduction room reduces the likelihood of 
the Part X.1 tax being applied where earnings fluctuate and RRSP contribu- 
tions are made on the basis of a fixed percentage of current earnings. It also 
ensures consistency with the $8,000 margin provided for the purpose of the 
certification of past service benefits (as described in the commentary on draft 
subsection 7706(2) of the Income Tax Regulations). 


The following example illustrates the calculation of an individual’s 
cumulative excess amount in respect of RRSPs. 


Assume the following facts in respect of the individual: 


(a) The amount of his undeducted RRSP premiums at the end of 1990, 
less any deductions claimed in 1990, is $50,000. 


(b) He makes a contribution to his RRSP on May 1, 1991 in the 
amount of $5,000 (on a non-rollover basis). 


(c) He withdraws $35,000 from his RRSP on December 1, 1991. 


(d) His net PSPA is nil throughout 1991, and his available RRSP 
deduction room for 1991 is $10,000. 


Then, his cumulative excess amount at the end of each month of 1991, 
and the tax he must pay under subsection 204.1(2.1) in respect of the 


month, are calculated as follows: 


Undeducted RRSP pre- 
miums carried forward 


Add: RRSP contribu- 
tions made before 
the end of the 
month 


Deduct: RRSP with- 
drawals made 
before the end 
of the month 


Undeducted RRSP pre- 
miums at the end of the 
month 


Deduct: available RRSP 


deduction room 


Deduct: $8,000 


Cumulative excess 
amount at the end of the 
month 


Tax payable under 
subsection 204.1(2.1) in 
respect of each month 


January to 


April 


50,000 


50,000 


(10,000) 


( 8,000) 


32,000 


320 


May to 


November 


(in dollars) 


50,000 


5,000 


55,000 


(10,000) 


( 8,000) 


37,000 


370 


December 


50,000 


5,000 


(35,000) 


20,000 


(10,000) 


( 8,000) 


2,000 


20 


If the individual claims a $10,000 deduction in respect of RRSP premi- 
ums in computing his income for 1991, the amount of undeducted 
premiums carried forward to 1992 is $10,000 — undeducted premiums 
at the end of 1991 of $20,000 less the $10,000 deduction which was 


claimed. 
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New subsection 204.2(1.2), which is applicable after 1988, contains the for- 
mula for determining the amount of undeducted RRSP premiums of an 
individual at any time. This amount is one factor in the computation, under 
new subsection 204.2(1.1), of an individual’s cumulative excess amount in 
respect of RRSPs. 


In general terms, the amount of an individual’s undeducted RRSP premiums 
at any time ina year is the premiums paid by him to RRSPs before that time 
(other than premiums paid on a rollover basis) that were not deducted in 
prior years, less amounts received by him before that time out of RRSPs. 
More specifically, the amount of an individual’s undeducted RRSP premi- 
ums at any time in a year is calculated as follows: 


(a) Determine the individual’s undeducted RRSP premiums at the end 
of the preceding taxation year. This amount is nil if the preceding 
year is 1988. 


(b) For years after 1989, subtract amounts that were deducted by the 
taxpayer under subsection 146(5) or (5.1) in computing his income 
for the preceding year in respect of RRSP premiums paid in that 
preceding year or in earlier years. 


(c) Add contributions made to RRSPs by the individual in the year and 
before the time as of which the calculation is made other than 


e amounts paid in the first 60 days of the year and deducted in the 
prior year, 


e amounts transferred on a tax-free basis under paragraph 60()) 
(transfer of superannuation benefits), 60(j.01) (transfer of 
actuarial surplus), 60(j.1) (transfer of retiring allowances), 
60(j.2) (transfer of periodic income to spousal RRSP) or 60(1) 
(transfer of RRSP refunds of premiums and certain other 
RRSP and registered retirement income fund amounts), and 


¢ amounts transferred in accordance with the direct transfer rules. 


Gifts made to the individual’s RRSPs by persons other than the 
individual’s spouse are also added. 


(d) Subtract those amounts received out of RRSPs by the individual in 
the year and before the time as of which the calculation is made 
that are included in computing his income, other than such amounts 
that are taken into account under subsection 204.1(1) for the pur- 
pose of determining the tax payable under that subsection in respect 
of pre-1989 excess contributions. 


Under paragraphs 212(1)(h), (j.1), (1) and (m) of the Act, a non-resident 
who receives certain amounts may transfer the amounts to an RRSP and 
thereby avoid the payment of non-resident withholding tax in respect of the 
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receipts. Such transfers are also excluded from the contributions that are 
referred to in paragraph (c) above. 


New subsection 204.2(1.3), which is applicable after 1988, sets out the 
method for computing an individual’s net past service pension adjustment 
(net PSPA) for the purpose of new subsection 204.2(1.1). 


Net PSPA enters into the calculation of the cumulative excess amount of an 
individual in respect of RRSPs, and measures the extent to which his avail- 
able RRSP deduction room is used up by improvements to his past service 
benefits under a registered pension plan. The calculation of net PSPA is simi- 
lar to the calculation of this amount as set out in new paragraph 146(1)(d.1) 
except that, for the purposes of subsection 204.2(1.1), net PSPA is calculated 
as of a particular time in a year based on PSPAs associated with certifica- 
tions made prior to that time. Reference may be made to the commentary on 
new paragraph 146(1)(d.1) for a more detailed discussion of net PSPA. 


New subsection 204.2(1.4) is similar to existing subsection 204.1(2). It pro- 
vides that, for the purpose of determining the amount of an individual’s 
undeducted RRSP premiums, an amount included in the individual’s income 
as the result of the deregistration of an RRSP is to be treated as if it were an 
amount received from an RRSP. Thus, such amounts will reduce an 
individual’s undeducted RRSP premiums, and consequently his cumulative 
excess amount. To avoid a double credit in respect of such amounts, subsec- 
tion 204.2(1.4) does not apply to an amount to the extent that it is taken into 
account, by virtue of subsection 204.1(2), in determining Part X.1 tax 
payable in respect of pre-1989 excess contributions. 


Subclause 15(3) 


Existing subsection 204.2(3) of the Act applies for the purpose of determin- 
ing an individual’s excess amount for each year in respect of RRSPs. It 
deems a retirement savings plan that has been accepted by the Minister of 
National Revenue for registration to have been an RRSP from the day the 
plan came into existence, or from May 25, 1976 if later. This has two conse- 
quences. First, payments made to a retirement savings plan before it is 
accepted for registration are included in determining an individual’s excess 
amount. Second, payments made to a retirement savings plan (whether regis- 
tered at the time of payment or not) before May 25, 1976 — the date that 
Part X.1 was first announced — are not so included. 


Subsection 204.2(3) is amended, applicable after 1988, so that it also applies 
for the purpose of determining the amount of an individual’s undeducted 
RRSP premiums under new subsection 204.2(1.1). This amendment is 
consequential on the introduction of a new mechanism for taxing excess 
contributions made to RRSPs after 1988. 
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Subclause 15(4) 


Subsection 204.1(3) of the Act imposes a special tax when a trust governed 
by a deferred profit sharing plan (DPSP) has an excess amount at the end of 
any month. The tax for each month is equal to | per cent of the excess 
amount at the end of the month. 


Subsection 204.2(4) defines the “excess amount” for a trust governed by a 
DPSP. In general terms, the excess amount is equal to the amount by which 
each employee’s contributions to the DPSP each year (other than contribu- 
tions transferred to the DPSP on a tax-free basis pursuant to paragraph 
60(k)) exceed $5,500, minus any contributions returned to the employee. 


Paragraph 204.2(4)(a) is amended, applicable after 1988, to exclude contri- 
butions which are transferred to a DPSP on a tax-free basis in accordance 
with new subsection 147(19), and to provide that all contributions made by 
employees after 1988, and not just the portion of such contributions in excess 
of $5,500, are to be taken into account in determining the excess amount. 


It should be noted that, as a condition of registration after 1988, a DPSP will 
not be permitted to accept employee contributions (other than contributions 
deductible under paragraph 60(k) or transferred under new subsection 
147(19)). On a breach of this condition, the registration of a DPSP may be 
revoked. 


Subclauses 15(5) and (6) 


These set out the effective dates for the amendments to section 204.2 
of the Act. 


Clause 16 


Subsection 238(2) of the Act makes it an offence for a person to fail to com- 
ply with or to contravene certain provisions of the Act. An offender is liable 
to a fine of up to $10,000 and to imprisonment for up to six months. This 
subsection is amended, as a consequence of the introduction of new obliga- 
tions under the Act in respect of registered pension plans (RPPs) and 
deferred profit sharing plans, to make it an offence to fail to comply with the 
following provisions: 


e new subsection 147.1(21), which requires the administrator of an RPP 
to administer the plan in accordance with the terms of the plan as 
registered, 


e new section 147.3, which requires the periodic filing of actuarial reports 
in respect of RPPs that provide defined benefits, and 


¢ new subsections 147.4(6) to (9), which require the administrator and 
participating employers of an RPP to provide each other with 
information 


Communication of Information 
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(i) for the purpose of completing information returns required to be filed 
under the Act, and 


(11) to enable provisional past service pension adjustments to be 
calculated in connection with improvements to past service benefits. 


New obligations are also imposed by subsections 147.4(1) to (5) and subsec- 
tion 147.4(10), which require the administrator and participating employers 
of an RPP to file information returns. The failure to file such returns is an 
offence under existing subsection 238(1). 


Subsection 238(2) is also amended to delete the reference to subsection 
227(5). This amendment is strictly consequential on an amendment made 
previously to subsection 227(5). (Note that the amendments proposed to sec- 
tion 238 will be altered to conform to any changes arising out of the Notice 
of Ways and Means Motion relating to tax reform tabled by the Minister of 
Finance on December 16, 1987.) 


The amendments to subsection 238(2) are applicable after Royal Assent. 


Clause 17 


Subsection 241(4) of the Act describes those circumstances under which an 
official of Revenue Canada, Taxation or other authorized person may 
communicate information obtained for the purposes of the Income Tax Act. 


Subclause 17(1) 


New paragraph 241(4)(e.1) authorizes the communication of a certification 
made by the Minister of National Revenue under draft subsection 7706(2) of 
the Income Tax Regulations, or a refusal to make a certification. A certifica- 
tion is required to be obtained under that subsection before benefits may be 
paid as a result of certain improvements to past service benefits under a 
registered pension plan. Paragraph 241(4)(e.1) is applicable after 1988. 


Subclause 17(2) 


Paragraph 241(4)(f) of the Act authorizes the communication of information 
to federal government officials outside Revenue Canada, Taxation, for lim- 
ited purposes. New subparagraph 241(4)(f)(vi), applicable after 1987, per- 
mits information to be communicated to officials of the Office of the Super- 
intendent of Financial Institutions for the purpose of enabling that Office to 
advise the Minister of National Revenue with respect to matters relating to 
pension plans. 
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Subclause 17(3) 


New paragraph 241(4)(j) authorizes the communication of certain informa- 
tion to federal officials responsible for administering the Pension Benefits 
Standards Act, 1985 and to provincial officials responsible for administering 
similar provincial legislation regulating pension plans. The identity of each 
pension plan in respect of which an application is made for registration under 
the Act and the name and address of each employer who will participate in 
the plan may be communicated. This new paragraph is applicable after 1988. 


Subclauses 17(4) and (5) 


These set out the effective dates for the amendments to subsection 241(4) of 
the Act. 


Clause 18 


Subsection 248(1) of the Act defines many of the terms used in the Act. 


Subclause 18(1) 


The definition of “registered pension plan” in subsection 248(1) is amended 
to replace the existing definition by a reference to the new definition added 
by subsection 147.1(1). This amendment is applicable after 1988. 


Subclause 18(2) 


Subsection 248(1) is amended to add a definition of “additional voluntary 
contribution” (AVC). An AVC is a contribution, other than a required con- 
tribution, made to a registered pension plan by a member of the plan where 
the contribution will be used to provide additional benefits on a money pur- 
chase basis. This definition is relevant for a number of provisions that provide 
special treatment for AVCs, including amended paragraph 8(1)(m), new 
subsections 8(1.1) and 147.5(4), amended subsection 8(8) and new section 
60.2. The definition of AVC is applicable after 1985. 


Subsection 248(1) is amended, applicable after 1987, to add definitions of 
““past service pension adjustment”, “pension adjustment” and “total pension 
adjustment reversal”. These expressions are defined, for the purposes of the 
Act, to have the meanings prescribed by regulation. Draft sections 7701, 
7703 and 7704 of the Income Tax Regulations provide the rules for deter- 
mining these amounts. Pension adjustment, past service pension adjustment 
and total pension adjustment reversal are fundamental amounts in the new 
system of comprehensive limits for tax assistance to retirement saving, link- 
ing the amount of such saving by means of registered pension plans and 
deferred profit sharing plans with the amount of such saving by means of 
registered retirement savings plans. 


Meaning of “spouse” and 
“former spouse” 


ITA 
252(3) 


Schedule I — French Version 
Changes 


Subsection 248(1) is also amended to add definitions of several expressions 
that are defined elsewhere in the Act, to ensure that the expressions have 
general application throughout the Act. This amendment is applicable after 
1987. These expressions are as follows: 


e ‘money purchase limit’, which is defined in new subsection 147.1(1), 
e “profit sharing plan”, which is defined in subsection 147(1), and 


e “RRSP deduction limit’, “RRSP dollar limit” and “unused RRSP 
deduction room” which are defined in new paragraphs 146(1)(g.1), 
(g.2) and (k) respectively. 


Subclauses 18(3) and (4) 


These set out the effective dates for the amendments to subsection 248(1) of 
the Act. 


Clause 19 


Subsection 252(3) provides that, for the purposes of certain specified provi- 
sions of the Act, a “spouse” or “‘former spouse” includes a party to a void or 
voidable marriage. This subsection is amended, applicable after 1987, to 
delete the reference to paragraph 146(16)(a). This amendment is consequen- 
tial on the introduction of new subsection 146(19) which provides that, for 
the purposes of subsection 146(16), the word “spouse” has the extended 
meaning given to it in new subsection 147.1(1). 


Clause 20 


The Act is amended by replacing the expression “registered pension fund or 
plan” by the expression “registered pension plan” everywhere that it appears 
in the Act. This amendment is applicable after 1985. 


Clause 21 


This clause amends the French version of the Act as indicated in Schedule I 
to provide more appropriate terminology and to make the wording of various 
provisions of the Act consistent with the wording in the draft amendments to 
the Act. 


These amendments are effective on Royal Assent to the enacting legislation. 


101 


: a a " die ; 4 
; - 
“(U1 SM norweed ve Won fy igo Linh i 
op 4/72) Orem hie Hy anit oY ies 


% 


a Deeg yg 1 “nemilaéieb rage Bis rots 
(la léijorl siasiapied sone be mlabverp Hol ta 
paewael 


. “Hy 7 
AN ‘Re Mlle (AS Diaper dA Lloees 


07 5. 7 


(26) 19D OF meri BOE eOIRD 4 “sot ts Old tuo, tee oeotT 
| yA oly 


3 


7 . ‘ : 7 
vi recipe! } 0G I] 


hey : 17 nie! ary ie 4 yr ay $e “r lJ qs bivaiw Pyees he now gudud 


BO) QITBa ES AUT be nine Tom wel a At) Cy a GB J9/, Si 1D ance 
P) Talis ii be (tof ie iT ogee Sid abro 
j ’ a a Ome 
j of Py Witt = i he )thte bane ah ; ee at hs =) ae bi 3)5 v2) P 5 
p “v7 Cetniioo & 
; I< iO t ey yeBeR ny eT ahs A ‘9 
= " : > 
hay sa 2 ot ; “al ae | in Oy. 08 rad 4) j f 


(1) EX El Rotosedi’ wee ai ty Ol novig ahingorme 


2 


og sedalOeuitionsl eolumy 
. cay, OLNEr tA ATR juiredke te oo 
Henan noladon bo wan OO Ona aNies tedihenneins tha énomhber of he plain When = 
ea hi det rrodwyins, han Deane a Sar” qaimmwnrns Saldorch | Teadey ts ona money, pi ty 
i tli oi eran ae i romps eel T sto esitalliorovisions cuit 9 rovige 
| wie | a salad Si 1 9Cra) jene ae 
| . : or S( 8) eal new ae ieee 
on (Oe of seuel) “ales vt Tae 


| siietae nz boisoibel on toe: ai te nee ional aii at ice tanieaitt dd de Sitio iF i 
eruricy to amittow ot ela ol bah fwilihieve) Sra jiqyecinin buiveugel and a + 7 ~srre r 
Alitss ieiaing That ag yansed of tw toyheiepep toh) oll WD ARTWORK. coc muposesatt 
dO deqenalehy ay, phil OF 
. . am a ore 
nodaleige! gnitocews ad ot wigan ke lice a6 mftaee ms oe ombnaae seaitt, va i 2 
need’ 400 rpewebol atau Ig VE 
a” a wT) Or & ° ew = OO GI 
. - ee ee € riytaiees 
1 ‘ered ¢ veg he “SsMangird 

Griscyee tie se ron Pos _—_ P a on 


, a es et 


9! 


Explanatory Notes 
to Proposed Part LXXVIT 
of the Income Tax Regulations 


Proposed Part LXXVII of the Income Tax Regulations provides rules for calculating pension adjust- 
ments (PAs), past service pension adjustments (PSPAs), and pension adjustment reversals (PARs). 
These amounts enter into the determination of a taxpayer’s “RRSP deduction limit” and his “unused 
RRSP deduction room” in proposed paragraphs 146(1)(g.1) and (k) of the Act. The PA amounts are 
applied in new paragraph 147(5.1)(c) and subsection 147.1(17) to limit the benefits that can be 
provided under or contributions made to the registered pension plans (RPPs) and deferred profit 
sharing plans (DPSPs) in which an employer participates on behalf of a taxpayer. 


Proposed Part LXXVII also sets out, in section 7706, the rules that apply for the purposes of 
certifications of past service benefits. 


Part LX XVII is applicable after 1987. 


Interpretation Section 7700 contains several interpretation provisions for the purposes of 
ITR Part LX XVII of the Regulations, including the definitions of certain terms 


i used in that Part. 
“aggregate remuneration” The “aggregate remuneration” of a taxpayer for a year in respect of a 
Sn defined benefit provision of an RPP is defined, except in a special case, to be 


his total remuneration for the year in respect of all employers with whom he 
has pensionable service in the year under the provision. In the special case 
where the taxpayer’s only pensionable service in the year was under a benefit 
provision of a different RPP, the taxpayer’s aggregate remuneration for the 
year is defined to be an amount that is reasonable in relation to 


(i) his remuneration for the year in respect of all employers who 
participated in the other plan for his benefit, or 


(ii) at the option of the person computing his redetermined benefit 
entitlement under subsection 7703(4), his remuneration for calendar 
years subsequent to the year in respect of all employers who participate 
for his benefit in the current RPP. 


Thus, where aggregate remuneration must be determined in order to calcu- 
late a provisional PSPA in respect of benefits provided for a period that was 
a period of pensionable service under another plan, the person calculating the 
provisional PSPA is permitted to use the taxpayer’s earnings under the other 
plan, or his subsequent earnings under the current plan, as a basis for deter- 
mining a reasonable amount of aggregate remuneration. Where remunera- 
tion in one year is used as a basis for determining a reasonable amount of 
remuneration for a second year, an adjustment of the first year’s remunera- 
tion by the ratio of the average wage in the second year to the average wage 
in the first year will generally be considered to be a reasonable adjustment. 
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“Contribution” under a benefit provision of an RPP or under a DPSP is 
defined to exclude any amount transferred directly from another RPP, DPSP 
or RRSP, or any amount transferred to the plan on a tax-free basis under 
any of paragraphs 60(j) (transfer of superannuation benefits), 60(j.01) 
(transfer of actuarial surplus), 60(j.1) (transfer of retiring allowances) or 
60(k) (transfer between DPSPs). 


The “Year’s Maximum Pensionable Earnings” (the YMPE) has the meaning 
assigned by section 17 of the Canada Pension Plan. 


Subsection 7700(2) provides that the meanings given to terms in sections 147 
and 147.1 of the Act also apply for the purposes of this Part of the 
Regulations. 


Subsection 7700(3) defines the expression “past service event” for the pur- 
poses of this Part of the Regulations and paragraph 147.1(3)(d) and subsec- 
tion 147.1(7) of the Act. A “past service event” means any transaction, event 
or circumstance that occurs after 1988 and results in additional retirement 
benefits becoming provided to a taxpayer under a defined benefit provision of 
an RPP in respect of a period of pensionable service in a prior year. 


A past service event will either be an amendment to upgrade benefits under a 
plan or the crediting of an additional period of pensionable service. These 
categories include events such as: 


(a) the transfer of pensionable service from one provision of a plan to 
another upon a taxpayer’s transfer to a new employment category; 


(b) an employee joining a plan where the membership eligibility period 
is counted as pensionable service and the employer has not reported 
PAs for the employee during the period; or 


(c) a plan member transferring pensionable service from another plan 
under a portability arrangement. 


Subsection 7700(4) provides that, for the purposes of subsection 7700(3), the 
registration of a pension plan or the acceptance by the Minister of National 
Revenue of an amendment to an RPP is considered to be an event as a conse- 
quence of which additional benefits are provided. This subsection should be 
read in conjunction with subsection 147.1(23) of the Act. The combined 
effect of these provisions is that, where an RPP is established, a past service 
event is considered to occur only upon the date on which the plan is accepted 
for registration. Similarly, when a plan is amended, a past service event is 
considered to occur only when the amendment is accepted. It should also be 
noted that, under subsection 147.1(22) of the Act, past service benefits are 
considered to be provided notwithstanding the fact that they are subject to 
certification by the Minister before they can be paid. 


Pension Adjustment 


Section 7701 provides rules for calculating the PA of a taxpayer for the pur- 
poses of the definition of “pension adjustment” in subsection 248(1) of the 


Pension Adjustment in Respect 
of Employer 


ITR 
7701(1) 


Pension Credit — Deferred 
Profit Sharing Plan 


ITR 
7701(2) 


Act. Subsection 7701(1) defines the PA of a taxpayer for a year in respect of 
an employer in terms of the taxpayer’s pension credits under DPSPs and 
benefit provisions of RPPs. Subsections (2) to (5) define the various pension 
credits of a taxpayer. 


Subsection 7701(1) defines, for the purposes of subsection 248(1) of the Act, 
the “pension adjustment” (PA) of a taxpayer for a calendar year in respect 
of an employer to be the aggregate of the taxpayer’s pension credits for the 


year in respect of the employer under DPSPs and under benefit provisions of 
RPPs. 


A pension credit of a taxpayer for a year under a DPSP or a benefit provision 
of an RPP is a measure of the benefit accruing to the taxpayer under that 
DPSP or provision. It determines the extent to which the taxpayer’s RRSP 
deduction limit for the year is reduced as a consequence of his accrual of ben- 
efits under the DPSP or the RPP benefit provision. 


Subsection 7708 of the Regulations provides that pension credits are to be 
rounded to the nearest dollar. 


The following subsections define the pension credit of a taxpayer under a 
DPSP and under different types of RPP benefit provisions. To apply to cer- 
tain situations involving unregistered pension plans, it is also proposed to pro- 
vide for a special pension credit of 18 per cent of remuneration. The first sit- 
uation involves unregistered pension plans which are currently treated as 
registered plans for the purposes of the deductibility of employee contribu- 
tions. The second relates to the participation of Canadian residents in foreign 
pension arrangements. Provision for this special pension credit is not included 
in the draft Regulations. 


The aggregation of pension credits to determine a taxpayer’s PA is illustrated 
in the following example. 


Example 1: A taxpayer is accruing benefits under a flat benefit pension 
plan with a benefit rate of $20 per month and in addition will receive 

benefits under a DPSP to which his employer contributes. Assume that 
the taxpayer’s pension credit under the pension provision is $1,560 and 
that a $1,000 DPSP contribution is made in the year on the employee’s 
behalf. The taxpayer’s PA for the year is $2,560, calculated as follows: 


PA = pension credit (RPP) + pension credit (DPSP) 
= $1,560 + $1,000 = $2,560. 


Subsection 7701(2) defines the pension credit of a taxpayer for a year under 
a DPSP of his employer to be the aggregate of all contributions made to the 
plan by the employer in the year in respect of the taxpayer. For this purpose, 
subsection 7701(6) provides that contributions made on or before the last day 
of February, if made in respect of services rendered by employees in the 
preceding year, are considered to have been made immediately before the end 
of that year. (For 1988, this rule applies to contributions made up to the end 
of April.) 
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Subsection 7701(3) defines the pension credit of a taxpayer for a year in 
respect of an employer under a money purchase provision of a pension plan as 
the total of all contributions made under the provision in the year (a) by the 
taxpayer in respect of the employer and (b) by the employer in respect of the 
taxpayer. All contributions made in a year by a taxpayer under a money pur- 
chase provision of an RPP, whether withheld from remuneration or con- 
tributed directly to the plan by the taxpayer, are to be included in his pension 
credit for the year under the provision. A single exception is made for current 
service additional voluntary contributions (AVCs) made in 1988. These con- 
tributions are not subject to PA reporting. Where the taxpayer is employed in 
a year by two or more employers who participate under the provision for his 
benefit, his contributions shall be considered to be in respect of each 
employer in whatever proportion is reasonable in the circumstances. 


For the purpose of this subsection, subsection 7701(6) provides that contribu- 
tions under a money purchase provision of an RPP made by a participating 
employer on or before the last day of February, if made in respect of the pen- 
sionable service of his employees in the preceding year, are considered to 
have been made immediately before the end of that year. (For 1988, this rule 
applies to contributions made up to the end of April.) 


Subsection 7701(3) applies for the purposes of subsection 147.4(3) of the Act 
as well as subsection 7701(1) of the Regulations. Subsection 147.4(3) of the 
Act requires the reporting of pension credits by a plan administrator in cer- 
tain circumstances. 


Subsection 7701(4) defines the pension credit of a taxpayer for a year in 
respect of an employer under a flat benefit provision of an RPP that is, in the 
year, a specified multi-employer plan. An RPP is a specified multi-employer 
plan (as defined in subsection 147.1(1) of the Act) if it meets the following 
three conditions: it is a multi-employer plan (as defined in the same subsec- 
tion), its only defined benefit provision is a flat benefit provision, and the 
plan administrator has filed an election with the Minister of National Reve- 
nue. The pension credit for a year is the total of all contributions made under 
the provision in the year (a) by the taxpayer to obtain benefits in respect of 
current service, and (b) by the employer in respect of the taxpayer. Where 
the taxpayer is employed in a year by two or more employers who participate 
under the provision for his benefit, his contributions shall be considered to be 
in respect of each employer in whatever proportion is reasonable in the 
circumstances. Similarly, all contributions made under the provision by an 
employer in the year must be included in the pension credits of taxpayers 
who are active members of the plan in the year. 


For the purposes of determining the pension credit, subsection 7701(6) pro- 
vides that contributions made under the defined benefit provision of a speci- 
fied multi-employer plan that are made by a participating employer on or 
before the last day of February, if made in respect of the pensionable service 
of his employees in the preceding year, are considered to have been made 


Pension Credit — Defined 
Benefit Provision 


ITR 
7701(5) 


immediately before the end of that year. (For 1988, this rule applies to con- 
tributions made up to the end of April.) 


Contributions made by a taxpayer to purchase benefits in respect of prior 
years of service are not included in determining the taxpayer’s pension credit. 
However, such contributions, to the extent that they are in respect of service 
after 1987, give rise to a PSPA and are thereby taken into account in deter- 
mining the taxpayer’s available RRSP deduction room. For further discus- 
sion of this point, reference may be made to the commentary to subsection 
7703(5) of the Regulations. The exception to this rule is that contributions 
made by the taxpayer in January of a year in respect of service in the 
immediately preceding year are included in the pension credit for the year in 
which the contribution is made; they are not reported as PSPA or included in 
pension credit for the preceding year. Subsection 7701(4) applies for the pur- 
poses of subsection 147.4(3) of the Act as well as subsection 7701(1) of the 
Regulations. Subsection 147.4(3) of the Act requires the reporting of pension 
credits by a plan administrator in certain circumstances. 


Subsection 7701(5) defines the pension credit of a taxpayer for a year in 
respect of an employer under a defined benefit provision of an RPP (other 
than a specified multi-employer plan) to be the amount, if positive, that is 
equal to 


(9 x benefit entitlement) — $600 (or a portion thereof). 


The taxpayer’s benefit entitlement under the provision is determined in 
accordance with the rules set out in section 7702. In general terms, it is the 
lifetime retirement benefits that accrue under the provision in the year in 
respect of the taxpayer’s pensionable service with the employer. 


Where a taxpayer is employed throughout a full year by only one employer 
and accrues benefits under one defined benefit provision of an RPP to which 
the employer contributes, the full offset of $600 applies. Where the period or 
periods in the year during which the taxpayer is employed by the employer 
plus such other periods (for example, temporary absence or absence while 
disabled) as are pensionable service under the provision amount to only a 
portion of the year, the same portion of the $600 offset is applied in calculat- 
ing the pension credit under the provision. For example, where a plan mem- 
ber is employed for 7 months in the year and for the other 5 months is on 
unpaid leave that is counted as pensionable service under the plan, the full 
$600 offset applies. However, if the 5 months of unpaid leave were not pen- 
sionable service then the offset would be only $350 (= 7/12 x $600). (Where 
the taxpayer’s occupation involves normal full-time employment of less than 
twelve months per year, this can be taken into account in determining the 
portion of the year worked. For example, a teacher who is employed only in 
the September-December term can be considered to be employed for 4/10ths 
of the year where the normal teaching year is the 10 months, September 


through June.) 
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In certain situations where a taxpayer accrues benefits under two or more 
defined benefit provisions, or under a single defined benefit provision in 
respect of two or more employers, the $600 offset must be split amongst the 
various pension credits as determined by the plan administrator. 


Example 2: A taxpayer, employed throughout the year, accrues benefits 
under a defined benefit plan to which all company employees belong. In 
addition, he accrues benefits under a second defined benefit plan pro- 
vided only for certain employees. Under these circumstances, either the 
pension credit in respect of one of the plans should be calculated without 
reference to the $600 offset or the offset should be split in some other 
fashion between the two plans. 


For the purpose of determining pension credits, subsection 7701(6) provides 
a timing rule for employer contributions to DPSPs and RPPs. The rule 
applies to employer contributions made to DPSPs, under money purchase 
provisions of RPPs, or under defined benefit provisions of specified multi- 
employer plans. Under this rule, such contributions made on or before the 
last day of February that can reasonably be considered to be in respect of ser- 
vices rendered by employees in the preceding year are deemed to have been 
made in the preceding year. This rule enables employers to determine their 
contributions after the end of the year while ensuring that the PAs of 
employees properly reflect contributions in respect of a year. 


This rule applies for calendar years after 1987 except that, in 1988, it applies 
to contributions made on or before the last day of April. 


Subsection 7701(7) provides that the pension credits of a taxpayer for a year 
are to be calculated without regard for anything that happens after the end of 
the year (unless otherwise expressly provided). As a consequence, pension 
credits, and thus PAs, are fixed amounts each year and are not affected by 
past service events. An exception to this rule will be introduced to permit the 
reporting of a corrected PA on a delayed basis in cases of temporary absence. 


Benefit Entitlement 


Section 7702 provides rules for the calculation of the benefit entitlement of a 
taxpayer under a defined benefit provision of an RPP. The benefit entitle- 
ment is used in turn to calculate his pension credit under the provision. The 
rules include transition provisions applicable in the years 1988 to 1993. 


Subsection 7702(1) defines a taxpayer’s benefit entitlement under a defined 
benefit provision of an RPP in respect of a year and an employer as the por- 
tion of the taxpayer’s benefit accrual in respect of the year that can reason- 
ably be considered to be in respect of pensionable service with the employer 
in the year. In the vast majority of cases, a taxpayer will have pensionable 


service under a provision in a year with only one employer. In these cases, the 
taxpayer’s benefit entitlement and benefit accrual are the same amount. 


Method of Calculation 
ITR 
7702(2) 


Subsection 7702(2) sets out the principal rules for calculating the benefit 
accrual of a taxpayer under a defined benefit provision of an RPP in respect 
of a calendar year. Transition rules, applicable to the years 1988 to 1993, are 
provided in subsections (3) to (5). In addition to complying with these rules, 
any method used for calculating benefit accruals must be acceptable to the 
Minister of National Revenue, pursuant to section 7707 of the Regulations. 


These notes provide examples of methods that would be appropriate in a 
number of typical cases. Enquiries concerning the application of these rules 
should be directed to officers of the Registration Directorate of the Depart- 
ment of National Revenue. They can be reached at the following phone 
numbers: (613)954-0419 (English) and (613)954-0930 (French). 


In general terms, the benefit accrual of a taxpayer under a defined benefit 
provision of an RPP in respect of a calendar year is the additional benefit 
that accrues under the provision to the taxpayer in respect of his service for 
the year. It does not include additional accruals in respect of prior years 
where, for example, past benefits increase as a result of an increase in earn- 
ings. More specifically, the benefit accrual of a taxpayer under a defined 
benefit provision of an RPP in respect of a calendar year is defined as the 
amount that would be his annual retirement benefits under the provision in 
respect of his pensionable service in the year if: 


(a) he had retired at the end of the year having attained the greatest of 
(i) his normal retirement age under the provision, (11) age 65 and 
(iii) his age at the end of the year, and had commenced to receive 
retirement benefits at that time; 


(b) all benefits provided to him under the provision were irrevocably 
vested in him; 


(c) his aggregate remuneration under the provision were the same, in 
level and character, in all other years as in the year; 


(d) the YMPE were the same in other years as in the year; 


(e) where the taxpayer’s retirement benefits depend on the level of 
benefits payable under the Canada Pension Plan (CPP) or the Que- 
bec Pension Plan (QPP), the annual amount of CPP/QPP benefits 
payable to the taxpayer were equal to 


(i) 25 per cent of the YMPE for the year, or, if less, 25 per cent of 
the taxpayer’s aggregate remuneration for the year, or 


(ii) an amount, similar to that in (i), determined in a reasonable 
manner; 


dala 
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(f) where the taxpayer’s retirement benefits depend on the level of 
benefits payable under the Old Age Security program (OAS), the 
taxpayer’s annual OAS benefits were equal to the total of the max- 
imum OAS benefits payable for each month in the year; 


(g) where the amount of the taxpayer’s retirement benefits under the 
provision depends on the amount of retirement benefits provided 
under a money purchase provision of an RPP, the amount of the 
benefits under the money purchase provision in respect of the year 
were equal to 1/9th of the total contributions made under that 
provision by or on behalf of the taxpayer and included in determin- 
ing his pension credit under that provision for the year; 


(h) where the amount of the taxpayer’s retirement benefits under the 
provision depends on the amount of retirement benefits provided 
under another defined benefit provision of the RPP or any other 
RPP, the amount of retirement benefits determined under the other 
provision in respect of the year were equal to the taxpayer’s benefit 
accrual under that provision in respect of the year; 


(i) where the amount of the taxpayer’s retirement benefits under the 
provision depends on the payments provided to the taxpayer under a 
DPSP, the amount of such payments in respect of the year were 
equal to 1/9th of the employer contributions to the DPSP included 
in determining the taxpayer’s pension credit under the DPSP for 
the year; 


(j) where the level of the taxpayer’s lifetime retirement benefits 
depends on the level of survivor benefits or any other ancillary 
benefits provided under the provision (whether or not the form of 
benefits is at the employee’s option), the maximum amount of 
lifetime retirement benefits were provided to the member; and 


(k) no adjustments were made to the annual retirement benefits after 
the year. 


The assumption in paragraph 7702(2)(a) ensures that the benefit accrual will 
not reflect any reduction of benefits upon early retirement or any bridging 
benefits payable prior to the commencement of OAS or CPP/QPP benefits. 


The assumption in paragraph (b) makes it clear that the benefit accrual 
includes benefits whether or not they are vested. 


Assumption (c) is relevant where benefits depend on some average of 
earnings over a period of years. It provides, in effect, that the average of 
pensionable earnings for the period is equal to the amount of pensionable 
earnings in the current year. 


Where benefits depend on the YMPE for a year other than the current year 
(for example, a three-year average of YMPEs), assumption (d) provides that 


the current year’s YMPE is to be used for the purpose of calculating the 
benefit accrual. 


Assumption (e) applies where benefits are reduced by the amount of CPP or 
QPP benefits, and provides a simplified method of determining the reduction. 
The assumption has no relevance where pension benefits are indirectly inte- 
grated with CPP or QPP benefits, through the use of a lower benefit rate on 
earnings up to the YMPE, for example. 


In general, the terms of a plan are to be followed in determining the amount 
to deduct in respect of CPP/QPP benefits in calculating the benefit accrual in 
respect of a year. For instance, if a plan provides that retirement benefits are 
offset by 1/20th of CPP/QPP benefits for each year of service up to 20 years, 
1/20th of the amount determined in accordance with assumption (e) would 
be deducted in calculating a taxpayer’s benefit accrual in respect of his first 
20 years (assuming his employment started on January 1, of the first year). 
No deduction would be made in respect of CPP/QPP benefits in the tax- 
payer’s 21st or subsequent years of service. 


Assumption (e) permits the use of alternate methods of determining 
CPP/QPP benefits as long as the method is reasonable and produces results 
substantially similar to those produced by the method set out in the assump- 
tion. For example, where retirement benefits are offset by 1/35th of 
CPP/QPP benefits for each of the first 35 years of service, the offset could be 
calculated as 0.007 times the YMPE (or 0.007 times the taxpayer’s aggre- 
gate remuneration where it is less than the YMPE). Illustrations of possible 
CPP/QPP offsets are provided in examples 7 and 8 below. 


Assumption (f) applies where benefits depend directly on the level of OAS 
benefits, but has no relevance where OAS benefits are taken into account 
indirectly through a step-rate benefit formula. Example 9 illustrates the 
application of this assumption. 


Assumption (g) applies where retirement benefits under a defined benefit 
provision depend in some manner on benefits under a money purchase provi- 
sion of the same plan or of another RPP. The usual case is where a defined 
benefit pension is offset by the pension benefits derived from money purchase 
contributions. An example is a plan that provides for employer and employee 
money purchase contributions and also includes a guarantee of a certain level 
of retirement benefits. Where the amount of such a money purchase offset 
exceeds the benefit accrual under the defined benefit provision before allow- 
ance for the offset, the benefit accrual and pension credit under the provision 
will be zero. Example 10 illustrates the application of this assumption. 


Assumption (h) applies where the retirement benefits under a defined benefit 
provision depend on the amount of retirement benefits provided under a 
defined benefit provision of another RPP in which the employer participates 
for the benefit of the taxpayer. For example, the taxpayer’s retirement ben- 
efits under a defined benefit provision in one plan of the employer might 
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depend on the level of defined benefits under a multi-employer plan in which 
the employer participates. The assumption also applies where retirement 
benefits under one provision of a plan depend on the amount of retirement 
benefits under another defined benefit provision of the same plan. However, 
in most cases where benefits are determined under different defined benefit 
formulae within the same plan, it is anticipated that these formulae will be 
treated as parts of a single provision. Example 11 illustrates the application 
of assumption (h). 


Assuinption (i) operates in a parallel manner to assumption (g) in the 
uncommon case where the level of defined benefits depends on benefits pro- 
vided under a DPSP. An illustration is provided in example 13. 


The most common circumstance in which assumption (j) applies is where the 
level of lifetime retirement benefits payable to a plan member depends on 
whether or not ancillary benefits such as bridging benefits, inflation adjust- 
ments, survivor benefits or benefit guarantees may be payable in respect of 
the member. Assumption (j) requires that, regardless of the normal form of 
benefits specified in the plan or any benefit option chosen by a plan member, 
the benefit accrual be determined using the highest level of lifetime retire- 
ment benefits that might be payable to a member. For example, where a 
lower pension is paid to members with spouses than to those without spouses, 
the benefit accrual for all members must be based on the level of retirement 
benefits payable to members without spouses. 


Assumption (k) provides that any adjustments to annual retirement benefits 
after the year in respect of which the benefit accrual is determined are to be 
ignored. This includes ad hoc benefit increases as well as increases as a result 
of automatic indexing. However, such adjustments may give rise to a PSPA. 


No special rules for determining benefit accrual are provided to deal with sit- 
uations under which a taxpayer is credited with only a partial year of service 
under a provision. (Part-year credits may be provided, for example, for 
individuals who join or leave a plan during the year or for full-year employees 
who work part time.) In this and other matters, discretion is left to the Minis- 
ter of National Revenue under section 7707 of these Regulations to accept 
only methods of determination as are considered to be reasonable. As a gen- 
eral rule, benefit accruals may be calculated on the basis of either actual or 
“annualized” (full-year equivalent) earnings for taxpayers with part-year 
service accruals. The amount of service used in the benefit formula must be 
appropriate to the method used to treat earnings — for example, a partial year 
of service would usually be used only if earnings are annualized. Example 14 
illustrates these points. 


For most of the members of most plans, the benefit accrual determined 
according to these rules will simply equal the benefit rate or rates multiplied 
by the taxpayer’s pensionable earnings in the year. Some examples follow. 


Example 3: Under the terms of a defined benefit provision, retirement 
benefits are 1.5 per cent of the average of the best five years of earnings 
per year of service. A taxpayer’s pensionable earnings are $30,000 in the 
year but were lower in all prior years. Result: in accordance with 
assumption (c), the taxpayer’s best average earnings are $30,000 for the 
purpose of computing his benefit accrual in respect of the year. Thus, his 
benefit accrual is 1.5 per cent of $30,000 or $450. 


Example 4: Benefits in respect of each year are 0.8 per cent of the year’s 
earnings up to the YMPE for the year and 1.5 per cent of earnings 
above the YMPE. A taxpayer’s pensionable earnings in the year are 
$30,000 and the YMPE in the year is $26,500. Result: the taxpayer’s 
benefit accrual is $264.50, calculated as follows: 


(.008 x $26,500) + (.015 x $3,500) = $264.50. 


Example 5: Benefits are 2 per cent of the average of the final five years of 
earnings for each year of service to a maximum of 35 years. In a tax- 
payer’s 36th year of service (which coincides with the calendar year), his 
earnings are $55,000, an increase from $52,500 in the preceding year. 
Result: the taxpayer’s benefit accrual under this provision is zero 
because he has no pensionable service in the year. Increases in retire- 
ment benefits in respect of prior years of service arising as a result of an 
increase in average earnings are ignored in computing benefit accruals. 
If the taxpayer had reached 35 years of service at the end of September, 
his benefit accrual would have been $825, calculated as follows: 


02 x $55,000 x 3 = $825. 


Example 6: Benefits are 1.3 per cent of average earnings up to the YMPE 
and 2 per cent of average earnings above the YMPE for each year of 
service, where the average is an average of the best five years’ earnings. 
However, benefits are also subject to a “career limit” of the lesser of 

2 per cent of the average of the best three years’ earnings per year of 
service (to a maximum of 35 years) and $1,715 per year of service 
(maximum $60,025). A taxpayer’s earnings are $45,000 in his 

36th year of service (which coincides with a calendar year), and the 
year’s YMPE is $26,500. Result: the taxpayer’s benefit accrual, before 
application of the career limit, is $714.50, calculated as follows: 


(.013 x $26,500) + (.02 x $18,500) = $714.50. 


For the purposes of the benefit accrual calculation, the career limit is 
equal to $31,500 (that is, the lesser of 70 per cent of $45,000 ($31,500) 
and $60,025). This amount must be compared with the total benefit 
accrual in respect of all years, including the current year, an amount 
which is equal to $25,722 (= 36 x $714.50). Since the total accrual at 
year end is less than the career limit, the benefits accruing in the current 
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year are not limited. Thus, the taxpayer’s benefit accrual in respect of 
the current year is $714.50. 


Had the cap on retirement benefits been effective in limiting the retire- 
ment benefits accrued in the year, the taxpayer’s benefit accrual would 
have been reduced accordingly. For example, had the career limit been 
equal to 50 per cent of the average of the best three years’ earnings, or 
$22,500, the total benefit accrual of $25,722 would have exceeded it by 
more than $714.50 and the benefit accrual for the year would have been 
zero. Had the career limit calculated in this manner been between 
$25,007.50 (= 35 x $714.50) and $25,722, the benefit entitlement 
would be the difference between that limit and $25,007.50. 


The following three examples illustrate the calculation of offsets to be 
deducted in determining benefit accruals where benefits depend directly on 
the level of CPP/QPP or OAS benefits payable to a member. 


Example 7: Assuming that retirement benefits are reduced by 1/35th of 
CPP or QPP benefits for each year of service and that the YMPE for 
the year is $26,500, the CPP/QPP offset, applied in calculating the 
benefit accrual of a taxpayer earning over $26,500 would be 


0.25 x $26,500 x a5 = $189.29. 


Alternatively, the offset could be determined as 0.7 per cent of earnings 
(to the YMPE). This would result in a reduction in the taxpayer’s 
benefit accrual of 


0.007 x $26,500 = $185.50. 


If the taxpayer had accrued only half a year of service in the year and 
his annualized earnings were over $26,500, the offset would be half of 
either of the above amounts. 


These results assume that the taxpayer’s total service at the end of the 
year does not exceed 35 years. For a taxpayer with 35 years of service or 
more before the start of the year, no adjustment would be made to the 
benefit accrual in respect of CPP or QPP. 


Example 8: Retirement benefits are reduced by 1/20th of CPP or QPP 
benefits per year of service and the YMPE for the year is $26,500. For a 
taxpayer who earns over $26,500 in a year, who has no more than 

20 years of service and who has a full year of service in the year, the 
benefit accrual is offset by 


0.25 x $26,500 x 5 LEERY 


For a plan member with over 20 years of service, no adjustment would 
be made to the benefit accrual in respect of CPP or QPP. 


Example 9: Assume that total OAS benefits in a year are $3,780. If 
retirement benefits are to be reduced by 1/35th of OAS benefits for each 
year of service (to a maximum of 35 years), then for a taxpayer with less 
than 35 years of service who accrues a full year of service in the year, 
the offset taken into account in determining benefit accrual would be 


1 
aL os: 
$3,780 x 35 $108. 


Examples 10 to 13 illustrate cases where retirement benefits under a defined 
benefit provision depend on those under another plan or provision or where a 
defined benefit provision contains two benefit formulae. 


Example 10: A taxpayer’s retirement benefits are the sum of (A) his ben- 
efits under a money purchase provision and (B) his benefits under a 
defined benefit provision to the extent that they exceed the money pur- 
chase benefits. His pension credit for the year under the money purchase 
provision is $3,600, the amount of employer plus employee contributions 
made in the year under the provision. The defined benefit guarantee is 

1 per cent of an average of final years’ earnings up to the YMPE and 

1.6 per cent of final average earnings in excess of the YMPE. 


Assuming that the taxpayer has earnings of $40,000 in the year and that 
the year’s YMPE is $26,500, the taxpayer’s benefit accrual for the year 
under the defined benefit provision is $81, determined as follows: 


(.01 x $26,500) + (.016 x $13,500) — 23,000 ang aT 


The taxpayer’s pension credit for the year under the provision is: 
Pension credit (B) = (9 x $81.00) — $600 = $129. 
Finally, the taxpayer’s PA for the year in respect of his employer is: 


PA = pension credit (A) + pension credit (B) 
= $3600 + $129 = $3729. 


Example 11: A taxpayer is entitled to retirement benefits under two plans 
of his employer. Plan A provides a flat benefit of $25 per month ($300 
per year) for each year of service. Plan B provides benefits of 0.8 per 
cent of final average earnings up to the YMPE and 1.5 per cent of final 
average earnings in excess of the YMPE but these benefits are offset by 
benefits under A. If the taxpayer earns $40,500 in a year and the year’s 
YMPE is $26,500, then the taxpayer’s PA for the year in respect of the 
employer would be determined as follows: 


The benefit accrual under plan A is $300. 
The benefit accrual under plan B is $122, determined as 


(.008 x $26,500) + (.015 x $14,000) — $300. 
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Assuming the full $600 offset is taken into account in determining the 
taxpayer’s pension credit under plan A, no part of it may be used to 
reduce his pension credit under plan B. 


Pension credit (A) = (9 x $300) — $600 = $2,100. 
Pension credit (B) = 9 x $122 = $1098. 
PA = pension credit (A) + pension credit (B) = $3198. 


Had the taxpayer earned less than $32,367 in the year, his pension 
credit for the year under plan B would have been zero, and his PA would 
have been $2100. 


Example 12: The taxpayer’s retirement benefits under a defined benefit 
provision of an RPP are the greater of (A) 0.8 per cent of best average 
earnings up to the YMPE and 1.5 per cent of best average earnings 
above the YMPE and (B) | per cent of best average earnings not inte- 
grated with CPP/QPP benefits. The two formulae are considered to be 
part of the same defined benefit provision. The benefit accrual under the 
provision is determined as the greater of the benefit accruals under the 
two formulae. If the taxpayer earns $46,500 in a year and the year’s 
YMPE is $26,500, then the taxpayer’s benefit accrual for the year under 
the provision is $512, determined as follows: 


Benefit accrual = the greater of 
(A) (.008 x $26,500) + (.015 x $20,000) = $512. 
(B) .01 x $46,500 = $465. 

Thus the taxpayer’s pension credit for the year under the provision is 
(9 x $512) — $600 = $4,008. 


Example 13: A taxpayer’s retirement benefits are the sum of (A) benefits 
provided under a DPSP (which provides for payments in the form of a 
life annuity) and (B) an amount of RPP benefits equal to the greater of 
(i) 1.3 per cent of final average earnings up to the YMPE and 2.0 per 
cent of final average earnings above the YMPE and (ii) 1.5 per cent of 
final average earnings less the benefits provided under the DPSP. 
Assume that the employer’s contribution to the DPSP on behalf of the 
taxpayer is $360 for a year, that the taxpayer earns $25,000 in the year 
in respect of the employer and that the year’s YMPE is $26,500. The 
taxpayer’s PA for the year in respect of the employer is determined as 
follows: 


The taxpayer’s pension credit under plan A, the DPSP, is $360. 


The benefit accrual under plan B, the defined benefit provision, is $335, 
determined as the greater of 


(1) .013 x $25,000 = $325 
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(ii) (015 x $25,000) — $360 = $335. 


Pension credit (B) = (9 x $335) — $600 = $2,415. 
PA = pension credit (A) + pension credit (B) = $2775. 


The final example illustrates the determination of the benefit accrual under a 
defined benefit provision of an RPP of a plan member who is credited with a 
partial year of service. 


Example 14: Retirement benefits under an RPP are 1.3 per cent of final 
average earnings up to the YMPE and 2.0 per cent of earnings above the 
YMPE. Assume that the year’s YMPE is $26,500. In the case of a plan 
member who works on a part-time basis or who works for only a portion 
of a year, his earnings are annualized for the purpose of applying the 
benefit formula, and the resulting benefit is adjusted to reflect the part 
year of service. Assume that a taxpayer who belongs to the plan is paid a 
salary at an annual rate of $40,000 but earns $20,000 in a particular 
year because he works for only six months of the year. The employee’s 
benefit accrual under the provision of the RPP is $307.25, determined as 
follows: 


((.013 x $26,500) + (.02 x $13,500)) x .5 = $307.25. 


The same result is produced if the YMPE is prorated over the calendar 
year for the purpose of calculating retirement benefits under the plan. 
Here the 1.3 per cent benefit rate would apply only on the first $13,250 
of earnings and the benefit accrual would be (.013 x $13,250) + 

(.02 x $6,750) = $307.25. 


For 1988 benefit accruals, an alternative method of calculation may be 
used under which a benefit formula is applied to actual earnings and no 
adjustment is made for the partial year of service. Based on the above 
benefit formula and earnings, the taxpayer’s benefit accrual for 1988 
would be $260 under this alternative approach, calculated as follows: 


.013 x $20,000 = $260. 


This method will not be acceptable for benefit accruals after 1988, 
unless the plan formula actually determines benefits in this way. 


Subject to an anti-avoidance rule in subsection 7702(5), subsection 7702(3) 
provides an adjustment to be made in the calculation of benefit accruals in 
respect of the transition years 1988 to 1993. The purpose of the adjustment is 
to ensure that pension credits under defined benefit provisions bear an appro- 
priate relationship to the money purchase limits that apply in the transition 
years. If it were not for this adjustment, a number of existing pension 
arrangements would give rise to PAs during the phase-in period that violate 
the limits in subsection 147.1(17) of the Act even though the PAs would be 
within the limits in 1994. For the transition years, the benefit accrual ofa 


119 


Maximum Benefit Accrual 
ITR 
7702(4) 


120 


taxpayer is to be calculated under the assumption that any earnings within 
the following ranges are zero: 


Year Earnings range 


(in dollars) 


1988 47,222 — 86,111 
1989 58,333 — 86,111 
1990 63,889 — 86,111 
194 69,444 — 86,111 
Weer 75,000 — 86,111 
1993 80,556 — 86,111 


Where earnings are annualized for the purpose of applying a benefit formula, 
subsection 7702(3) applies to the annualized amount of earnings. 


Two examples follow: 


Example 15: Under an RRP, benefits per year of service are 1.5 per cent 
of earnings in the year. For a taxpayer whose earnings in 1988 are 
$100,000, the benefit accrual in 1988 is $916.67, calculated as follows: 


COIS 56 $475222) + CONS $13,889) = $916.67: 


In this calculation, the second earnings amount, $13,889, is the differ- 
ence between $100,000 and $86,111. 


Example 16: Again, retirement benefits per year of service under an RPP 
are 1.5 per cent of earnings in the year. In the case of a part-time or 
part-year employee, benefits are determined on the basis of annualized 
earnings. Assume that a taxpayer earns $40,000 during eight months of 
service in 1988. His benefit accrual is based on the first $47,222 of 
$60,000 of annualized earnings and is equal to $472.22, determined as 
follows: 


015 $47,222 x 7 =, $472:22. 


As a further transition measure, subsection 7702(4) places ceilings on the 
benefit accruals calculated in respect of the years 1988 to 1993. The ceilings 
are as follows: 
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Benefit accrual 


Year ceiling 
(in dollars) 
1988 944.44 
1989 1,166.67 
1990 PMR 
199] 1,388.89 
1992 1,500.00 
1993 Ibe lle al 


The effect of these ceilings is to ensure that at least $600 of deduction room 
for supplementary money purchase contributions is available to defined 
benefit plan members even when their plans provide maximum benefits. 


Subsection 7702(5) provides that subsection 7702(3) does not apply where 
the terms of a provision of an RPP can reasonably be considered to have been 
established or modified in order to have subsection 7702(3) apply to reduce 
the benefit accrual under the provision and thus the taxpayer’s PA. For 
example, amending a plan to increase a benefit rate which applies only on 
earnings above $50,000 could result in the application of this provision. 


Past Service Pension Adjustment 


For the purposes of subsection 248(1) of the Act, section 7703 provides rules 
for determining the “past service pension adjustment” (PSPA) of a taxpayer 
for a year in respect of an employer. 


A PSPA arises in connection with a “‘past service event”. As defined in sub- 
section 7700(3) of the Regulations, a past service event is a transaction, event 
or circumstance which results in additional retirement benefits becoming pro- 
vided to a taxpayer under a defined benefit provision of an RPP in respect of 
a period of pensionable service in a prior year. A past service event will be 
either an upgrade in benefits under a plan or the crediting of an additional 
period of pensionable service under a plan. 


A provisional PSPA is associated with each past service event. In general 
terms, the provisional PSPA is the additional PAs that would have been 
determined for prior years if the RPP had provided for the upgraded benefits 
or additional period of pensionable service at the time each PA was first 
required to be determined. 


Where the provisional PSPA of an individual associated with a past service 
event is greater than zero, a certification of the Minister of National Reve- 
nue must be obtained under subsection 7706(2) before benefits that are pro- 
vided as a consequence of the past service event may be paid to the 
individual. The certification will be made so long as the individual has suffi- 
cient RRSP deduction room. 
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Once the Minister makes a certification, the provisional PSPA on which the 
certification is based is labelled a certified PSPA. The PSPA of an individual 
for a year is the aggregate of all certified PSPAs of the individual for which 
certifications were made in the year. 


Subsection 7703(1) defines, for the purposes of subsection 248(1) of the Act, 
the PSPA of a taxpayer for a year in respect of an employer to be the aggre- 
gate of the certified PSPAs of the taxpayer in respect of the employer that 
are associated with certifications made in the year by the Minister of 
National Revenue pursuant to subsection 7706(2) of the Regulations. Where 
a taxpayer has been credited with additional past service benefits in respect 
of his service with two or more employers, he will have a PSPA in respect of 
each employer. 


Subsection 7703(2) defines, for each certification made in a year by the Min- 
ister of National Revenue under subsection 7706(2) in respect of a taxpayer, 
the certified PSPA of the taxpayer associated with the certification. The cer- 
tified PSPA is equal to the provisional PSPA on which the certification is 
based. 


Subsection 7703(3) defines a taxpayer’s provisional PSPA in respect of an 
employer associated with a past service event and determined as of a 
particular time. 


This definition does not apply in the case of employee contributions to speci- 
fied multi-employer plans to obtain past service benefits. The provisional 
PSPA in that case is set out in subsection 7703(5). 


In general terms, the provisional PSPA of a taxpayer associated with a past 
service event is the amount, if any, by which the aggregate of the taxpayer’s 
PAs, recalculated to reflect the past service event and any prior past service 
events, exceeds the aggregate of the PAs originally determined in respect of 
the taxpayer and any certified PSPAs associated with prior past service 
events. 


More specifically, the provisional PSPA of a taxpayer in respect of an 
employer associated with a past service event and determined at a particular 
time in a year is the amount, if any, by which: 


(a) the aggregate of all amounts, in respect of years after 1987 and 
before the year in which the past service event occurs, each of which 
would have been the taxpayer’s PA for a year in respect of the 
employer had his benefit entitlement under each defined benefit 
provision of an RPP been equal to his redetermined benefit 
entitlement for the provision, determined in accordance with 
subsection 7703(4) 


exceeds 


(b) the aggregate of: 


(i) the taxpayer’s actual PAs in respect of the employer for years 
after 1987 and before the current year, 


(11) the taxpayer’s PSPAs in respect of the employer for years after 
1987 and prior to the year in which the past service event occurs, 
and 


(111) any certified PSPAs in respect of the employer associated with 
a certification by the Minister in the year and before the particular 
time. 


In the determination of the amounts under (a), PAs are to be ignored to the 
extent they relate to benefits to which, immediately after the past service 
event, the taxpayer retains no right. This provision is required to ensure that 
the total PA under (a) does not reflect the PAs associated with any money 
purchase benefits to which the taxpayer has no further rights. (Any reduction 
of rights to defined benefits would already be reflected in the redetermined 
benefit entitlements in (a).) The amounts under (b) are not to include any 
PAs or PSPAs relating to benefits to which, immediately before the past 
service event, the taxpayer no longer has a right. 


Three examples of the application of the determination of provisional PSPAs 
follow: 


Example 17: An employer has established two defined benefit plans. All 
employees participate in plan A but only certain employees receive sup- 
plementary pension benefits under plan B. Assume that, as of January 1, 
1992, a taxpayer has four years of post-1987 service credited to him 
under plan A and that the total of his PAs for those years is $12,000. 
Had the taxpayer also been a member of plan B throughout those years, 
the total of his PAs would have been $16,000. If the taxpayer becomes a 
member of plan B on January 1, 1992 and at that time is credited with 
four years of past service under that plan (conditional on PSPA certifi- 
cation), then his provisional PSPA would be $4,000 (=$16,000 — 
$12,000). The originally reported PAs are deducted in determining the 
provisional PSPA because the taxpayer continues to have rights to the 
benefits that have accrued under plan A. 


Example 18: A taxpayer quits a pension plan, transferring his termination 
benefit to an RRSP and retaining no right to any further benefits under 
the plan. Later he rejoins the plan and seeks to re-establish his pension 
benefits in respect of the years of prior service. Assume that the PAs of 
the taxpayer for the prior years totalled $12,000. In this case, the provi- 
sional PSPA of the taxpayer associated with the re-establishment of the 
benefits would be $12,000 (= $12,000 — $0). Since the taxpayer retained 
no pension rights in respect of his prior service, no portion of the original 
PAs would be deducted in calculating the provisional PSPA. 


Example 19: Again, assume that a taxpayer quits a plan, transfers his ter- 
mination benefit to an RRSP and retains no pension rights. Again, the 
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total of the taxpayer’s PAs for the period is $12,000. Assume he later 
rejoins the plan but does not elect to re-purchase the prior years of ser- 
vice. Should a PSPA be reportable at some later time, pursuant to an 
upgrade of benefits under the plan, for example, the total PA of $12,000 
for the original period of service would be excluded from both (a) and 
(b) in determining the taxpayer’s provisional PSPA associated with the 
upgrade. 


Subsection 7703(4) provides rules for determining, for the purposes of para- 
graph (3)(a), the “redetermined benefit entitlement” of a taxpayer under a 
defined benefit provision in respect of a given year of service associated with 
a particular past service event. In general terms, the redetermined benefit 
entitlement for a year under a provision is the benefit entitlement that would 
have been determined if the taxpayer’s retirement benefits had included the 
benefits provided as a consequence of the past service event. More specifi- 
cally, the redetermined benefit entitlement is the benefit entitlement under 
the provision in respect of the year that would be determined under 

section 7702 if, for the purposes of that section: 


(a) 


(b) 


(c) 


(d) 


The taxpayer’s retirement benefits included all benefits provided as 
a consequence of past service events (other than events in respect of 
which certification under 7706(2) is pending); 


The taxpayer’s retirement benefits included benefits provided as a 
consequence of the particular past service event; 


Subsection 7702(2) — which sets out the rules for calculating a tax- 
payer’s benefit accrual — were read without paragraphs (a) and (k). 
Paragraph 7702(2)(a) contains assumptions regarding retirement 
age and the commencement of benefits which are replaced by the 
rules in paragraphs 7703(4)(d) and (e). Paragraph 7702(2)(k), 
which provides that adjustments (such as automatic indexing) made 
to the benefits after the year in respect of which the benefit accrual 
is calculated are ignored, is replaced by paragraph 7703(4)(i); 


Where retirement benefits under the provision have not commenced 
to be paid to the taxpayer, 


(i) if he is still accruing benefits under the provision, he had retired 
immediately following the particular time as of which his redeter- 
mined benefit entitlement is calculated; 


(ii) retirement benefits had commenced to be paid to the taxpayer 
immediately following the particular time; and 


(iii) he had attained, at the particular time, the greatest of 
(A) his normal retirement age under the provision, 
(B) age 65, and 


(C) his actual age at the particular time; 


(e) 


(f) 


(g) 


(h) 


(1) 


Qj) 


Where retirement benefits have already commenced to be paid to 
the taxpayer, he had attained, at the time of commencement, the 
greatest of 


(i) his normal retirement age, 
(ii) age 65, and 
(iii) his actual age at the time of pension commencement; 


Where retirement benefits are based on earnings levels in past years 
(as in the case of career average and final or best average plans), 
increases in the retirement benefits were excluded to the extent that 
they do not exceed the benefit increases that would result if retire- 
ment benefits were based on past years’ earnings adjusted to reflect 
the increase in the average wage from the relevant earnings years to 
the year in which his redetermined benefit entitlement is calculated 
(or the year of pension commencement, if earlier); 


Any increases in retirement benefits resulting from an increase in 
the maximum pension limit set out in paragraph 147.1(4)(a) were 
excluded; 


In the case of a flat benefit provision, the retirement benefits did 
not include the aggregate of all amounts each of which is the lesser 
Oi 


(i) an actual increase in the annual retirement benefits at a 
particular time, and 


(ii) the increase that would have resulted had the benefits prior to 
the change been increased in proportion to the increase in the aver- 
age wage over the preceding four years or, if less, the period since 
the last benefit increase; 


Where retirement benefits under the provision have commenced to 
be paid to the taxpayer before the particular time as of which his 
redetermined benefit entitlement is calculated, the retirement ben- 
efits in respect of the year did not include any increases that are 
justified by increases in the consumer price index from the time the 
benefits commenced to be paid to the particular time; and 


The retirement benefits did not include any amount that results 
from an actuarial increase in the benefits to compensate for a defer- 
ral of the benefits after the taxpayer attained age 65. 


As it is possible for more than one adjustment under paragraphs 7703(4) (f) 
to (j) to apply in respect of the same increase in benefits, a final rule in 
subsection 7703(4) provides that there be only one adjustment in respect 

of a particular increase. 
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The assumption in paragraph 7703(4)(a) ensures that all benefits that have 
arisen as a consequence of prior past service events and that are not still 
subject to certification are taken into account in calculating the redetermined 
benefit entitlement. This is necessary because PSPAs arising from prior past 
service events are deducted in determining the taxpayer’s provisional PSPA 
associated with the specific past service event for which the redetermined 
benefit entitlement is being calculated. 


The assumption in paragraph 7703(4)(b), together with that in paragraph 
(a), ensures that the specific past service event is taken into account in 
determining retirement benefits. 


The assumptions in paragraphs 7703(4)(c), (d) and (e) replace the assump- 
tion in paragraph 7702(2)(a). They ensure that the redetermined benefit 
entitlement is not affected by any reduction of benefits on early retirement or 
by any bridging benefits payable prior to the commencement of OAS or 
CPP/QPP benefits. 


Two examples of the calculation, in simple cases, of redetermined benefit 
entitlement and provisional PSPA are set out below: 


Example 20: An RPP provides for a two-year waiting period before an 
employee may join the plan. The benefits are 1 per cent of final average 
earnings for each year of service, including the waiting period. Assume 
that an employee is hired on January | of a year and that he earns 
$30,000 in each of his first two years of employment. The completion of 
the two years of service is a past service event. The associated redeter- 
mined benefit entitlement and provisional PSPA are calculated as 
follows: 


Redetermined benefit entitlement in respect of each year 


= .01 x $30,000 $300 
(a) Total recalculated PA (paragraph 7703(3)(a) amount) 

= 2 years x ((9 x $300) — $600) $4,200 
(b) Total reported PA (paragraph 7703(3)(b) amount) $0 
Provisional PSPA = (a) — (b) $4,200. 


As pension benefits may be provided contingent upon the completion of 
a waiting period by a taxpayer, a PA may be reported in respect of such 
benefits during the waiting period. Under this alternative, there would 
be no need to obtain a certification before benefits in respect of the 
waiting period could be paid. However, a PAR would be reportable if 
the taxpayer failed to remain in employment with the employer to the 
end of the waiting period. 


Example 21: The benefit rate under a plan is to be increased retroactively 
from | per cent to 1.5 per cent (unintegrated with CPP/QPP or OAS). 
The change is to be made in 1990 and, for a particular plan member, is’ 


to apply in respect of service beginning in 1982. Assume that the mem- 
ber’s earnings were $20,000 in each of 1988 and 1989. Then his redeter- 
mined benefit entitlement and provisional PSPA would be calculated as 
follows: 


Redetermined benefit entitlement in respect of each of 1988 and 1989 


= .015 x $20,000 $300 
(a) Total recalculated PA (paragraph 7703(3)(a) amount) 

= 2 years x ((9 x $300) — $600) $4,200 
(b) Total reported PA (paragraph 7703(3)(b) amount) 

= 2x ((9 x .01 x $20,000) — $600) $2,400 
Provisional PSPA = (a) — (b) $1,800. 


Note that, in this example, the recalculated PA is determined only for 1988 
and 1989. Additional benefits in respect of pre-1988 service are not subject to 
the certification process and thus do not give rise to a provisional PSPA. 


Example 22: In 1995, earnings in a career average plan are replaced, for 
years prior to 1995, by average earnings in the 1992-1994 period for 
purposes of determining benefits. Resu/t: such a change results in a 
provisional PSPA of nil so a certification of the Minister of National 
Revenue is not required before benefits may be paid under the plan as 
amended. The reason for the provisional PSPA of nil is as follows. The 
definition of redetermined benefit entitlement in subsection 7703(4) 
maintains the assumption in paragraph 7702(2)(c) that earnings for all 
years of service are the same as earnings for the year in respect of which 
a benefit accrual is being determined. Consequently, a change in the 
years of earnings upon which benefits are based results in a redeter- 
mined benefit entitlement that is the same as the original benefit entitle- 
ment. 


The assumptions in paragraphs (f), (g), (h), (i) and (j) exclude various 
benefit increases from the redetermined benefit entitlement of a taxpayer. 
They apply equally to automatic benefit adjustments such as the indexing of 
deferred annuities or pensions-in-pay and to ad hoc benefit increases either 
pre- or post-retirement. As a result of these rules, the provisional PSPA 
associated with many adjustments to past service benefits will be nil, and 
thus the benefits will not be subject to certification under subsection 7706(2) 
of the regulations. 


The exclusion in paragraph 7703(4)(f) applies, for example, where career 
average benefits are adjusted to reflect the increase in the average wage, as 
defined in new subsection 147.1(1) of the Act, from the time the benefits 
accrued to a subsequent date. The exclusion also applies where deferred 
vested benefits under any type of defined benefit provision are adjusted in a 
similar manner. The exclusion in paragraph (f) does not apply to adjustments 
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occurring after retirement benefits have commenced to be paid under the 
provision. Two examples of the application of this paragraph follow. 


Example 23: A taxpayer’s benefit entitlement under a plan for the year 
1988 is $250 based on a career average benefit of 1 per cent of 1988 
earnings of $25,000. In a subsequent year, benefits in respect of 1988 
service are increased by 30 per cent, raising the taxpayer’s benefit enti- 
tlement to $325. If the average wage (as defined in subsection 147.1(1) 
of the Act) grew by 30 per cent or more from 1988 to the year of the 
upgrade, the full $75 increase would be excluded from the redetermined 
benefit entitlement. Consequently, it would equal the original benefit 
entitlement of $250. The provisional PSPA associated with the change 
in benefits would be nil. If on the other hand, the average wage had 
grown by 20 per cent, then $50 (= 20 per cent of $250) could be 
excluded under paragraph 7703(4)(f) from the redetermined benefit 
entitlement, which would thus equal $275. The additional $25 of ben- 
efits would be subject to certification before it could be paid. 


Example 24: A taxpayer terminates from a final average plan at the end 
of 1988 and becomes entitled to a deferred annuity. The deferred 
annuity is automatically adjusted each year in proportion to all or some 
part of the annual increase in the average wage. Paragraph 7703(4)(f) 
permits these increases to be excluded in determining the taxpayer’s 
redetermined benefit entitlement. Consequently, the provisional PSPA 
associated with each adjustment will be nil, and a certification from the 
Minister of National Revenue will not be required before the increases 
may be paid. This would also be the result if, instead of being adjusted 
automatically, the deferred annuity were subject to ad hoc increases 
none of which increased retirement benefits beyond an amount justified 
by the increase in the average wage from the date of the employee’s 
termination to the date of the increase in his benefits. 


Paragraph 7703(4)(g) is intended to avoid an inappropriate provisional 
PSPA where benefits increase solely because of an increase in the maximum 
pension limit after 1994. Where an increase in benefits is already excluded 
from the redetermined benefit entitlement as a result of paragraphs 
7703(4)(f), (h), (i) or (j), the redetermined benefit entitlement should not be 
further reduced by the application of paragraph 7703(4)(g). 


Paragraph 7703(4)(h) applies where flat benefits are upgraded before ben- 
efits come into pay. In subsection 147.1(1), a “flat benefit provision”’ is 
defined as a benefit provision under which lifetime retirement benefits pro- 
vided to a member are based on the aggregate of amounts each of which is 
the product of a fixed amount and either the duration of a period of service 
or the number of units of output of the member. Paragraph 7703(4)(h) 
excludes from redetermined benefit entitlement benefit increases that are jus- 
tified by the increase in the average wage over the preceding four years (or, if 
less, the period since the last benefit increase). This exclusion applies to flat 
benefit upgrades in respect of a taxpayer, up to and including the first 
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upgrade after retirement benefits have commenced to be paid to the 
taxpayer. Subsequent upgrades are subject to the exclusion in paragraph 
7703(4)(i) which is based on consumer price index increases. Two examples 
of the application of paragraph 7703(4)(h) follow. 


Example 25: The benefit entitlement under a flat benefit plan is increased 
from $240 ($20 per month) to $260 in 1990. The previous upgrade 
occurred in 1988. Assume that the average wage for 1990 is 10 per cent 
higher than that for 1988. Result: for each year of credited service of a 
plan member, his redetermined benefit entitlement in respect of the year 
is calculated excluding the lesser of (i) the $20 increase and (ii) $24 
(=10 per cent of the base benefit of $240). Thus, his redetermined ben- 
efit entitlement does not include any portion of the increase in 1990, and 
his provisional PSPA is zero. 


Example 26: The benefit entitlement under a flat benefit plan is increased 
from $240 to $300 in 1990. The previous upgrade occurred in 1985. 
Assume that the average wage in 1990 is 20 per cent higher than that in 
1986, the fourth year preceding the upgrade. Result: for each of the 
years 1988 and 1989, the redetermined benefit entitlement of a plan 
member is calculated excluding the lesser of (i) $60 and (ii) $48 

(= 20 per cent of $240). This produces a redetermined benefit entitle- 
ment of $252 (= $300 — $48). A plan member’s provisional PSPA 
associated with the upgrade is $216, calculated as follows: 


(a) Total recalculated PA (paragraph 7703(3)(a) amount) 


= 2 years x ((9 x $252) — $600) $3,336 
(b) Total reported PA (paragraph 7703(3)(b) amount) 

= 2x ((9 x $240) — $600) $3,120 
Provisional PSPA = (a) — (b) $ 216. 


Paragraph 7703(4)(i) applies where retirement benefits are increased after 
they have commenced to be paid to a taxpayer, whether the increase isa 
result of automatic indexing or ad hoc increases to reflect increases in the 
consumer price index. It ensures that inflation-justified adjustments will not 
have to be certified. 


Paragraph 7703(4)(j) excludes from the redetermined benefit entitlement of 
a taxpayer the portion of his retirement benefits that results from an 
actuarial increase in benefits. The exclusion applies only to the extent that 
the benefits are adjusted in respect of a deferral after the plan member 
attains age 65. Where an actuarial increase is based on a deferral from an 
age earlier than 65, only the portion of the increase that can reasonably be 
considered to arise because of a deferral beyond age 65 is to be deducted. 


Since specified multi-employer plans are treated as money purchase plans for 


the purpose of determining PAs, the rules regarding redetermined benefit 
entitlements have no relevance to any benefit upgrades under these plans. 
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Employer contributions made to fund any benefit upgrades are reflected in 
the annually reported PA amounts. 


A provisional PSPA may result, though, where a plan member makes a con- 
tribution in respect of past service benefits provided to him in respect of his 
pensionable service under the plan after 1987. Subject to an exception, sub- 
section 7703(5) provides that the provisional PSPA associated with such a 
contribution is the amount of the contribution. A certification must be 
obtained from the Minister of National Revenue under subsection 7706(2) 
before the past service benefits can be paid. The exception is that member 
contributions made in January of a year in respect of service in the immedi- 
ately preceding year are excluded from any provisional PSPA. Such contri- 
butions are included in PA in the year they are made by virtue of paragraph 
7701(4)(b). This exception permits member contributions in respect of 
service in a year to be made after the end of the year without creating a 
provisional PSPA. 


Subsection 7703(5) provides that a provisional PSPA is associated with cer- 
tain contributions made to a specified multi-employer plan by plan members. 
Since the benefits in respect of which the contributions are made cannot be 
paid unless the Minister’s certification is obtained, it is likely that member 
contributions will not be irrevocably made to the plan before the certifica- 
tion. Subsection 7703(6) provides that amounts paid to a plan conditional on 
the Minister’s certification of benefits are to be considered as contributions 
for the purpose of 7703(5). 


The rules regarding the certification of increased benefits and the calculation 
of provisional PSPAs depend on the association of retirement benefits with 
periods of pensionable service. Subsection 7703(7) ensures that benefits will 
be so associated by requiring the plan administrator to apportion the 
increased benefits in a reasonable manner to periods of pensionable service. 
For example, an ad hoc pension increase of $100 is to be allocated to specific 
years of service. The administrator may make the allocation in a way that 
minimizes provisional PSPA, as long as the method is reasonable. 


Pension Adjustment Reversal 


Section 7704 provides rules for the calculation of the total pension adjust- 
ment reversal (PAR) of a taxpayer for a year in respect of an employer. PAR 
arises in connection with the termination of a taxpayer from the RPPs and 
DPSPs of his employer before retirement benefits commence to be paid to 
him. In general terms, PAR is a measure of the extent to which a taxpayer’s 
RRSP deduction room has been reduced in respect of RPP and DPSP 
benefits which he will not receive. 


PAR is not determined until a taxpayer has ceased to have any rights to 
benefits under the registered plans of his employer. In particular, it is not 
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determined until any lump sum payments to be made on behalf of the tax- 
payer have been made. 


Separate treatment is provided for multi-employer plans since it is recognized 
that a taxpayer may sever connection with the (single-employer) plans of his 
employer but remain a member of a multi-employer plan. A separate PAR is 
determined in respect of such a plan when a taxpayer ceases to be a member 
of it. Such PARs are included in the total PAR of the taxpayer. 


Subsection 7704(1) defines the total PAR of a taxpayer for a year in respect 
of an employer to be the sum of: 


(a) the taxpayer’s PARs for the year in respect of registered plans in 
respect of the employer (other than multi-employer plans), and 


(b) the taxpayer’s PARs for the year in respect of multi-employer plans 
and in respect of the employer. 


Subsection 7704(2) provides the rules for determining the PAR of a taxpayer 
for a calendar year in respect of registered plans (other than multi-employer 
plans) in respect of an employer. This PAR is nil except where the year is the 
particular year that includes the membership termination date of the tax- 
payer (that is, the date on which the taxpayer, without having commenced to 
receive retirement benefits under the plans, ceases to have any further rights 
under RPPs (other than multi-employer plans) and DPSPs in which the 
employer participates for his benefit, as determined under subsection 
7704(5)). The PAR of a taxpayer for the particular year is, in most cases, 
equal to 


(a) the sum of the taxpayer’s PAs and PSPAs for the year or preceding 
years in respect of the employer, to the extent that these amounts do not 
arise in connection with multi-employer plans 


less the sum of 


(b) all single amounts paid to the taxpayer in full or partial satisfaction 
of his rights to benefits under RPPs (other than multi-employer plans), 
to the extent that the single amounts can reasonably be considered to 
relate to the taxpayer’s pensionable service with the employer 

after 1987, 


(c) all single amounts transferred from RPPs to RPPs or RRSPs on 
behalf of the taxpayer in accordance with the direct transfer rules in 
section 147.2 (other than transfers between defined benefit provisions 
in accordance with subsection 147.2(3)) to the extent that the amounts 
would have been included in paragraph (b) above if they had been paid 
to the taxpayer, and 


(d) all amounts, whether single or periodic, paid to the taxpayer in full 
or partial satisfaction of his rights under a DPSP, and amounts trans- 
ferred on his behalf from a DPSP to other plans (RPP, DPSP or RRSP) 
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in accordance with subsection 147(19), to the extent that the amounts 
can be considered to relate to contributions made after 1987 to the plan 
by the employer and associated earnings. 


Several points regarding the determination of PAR in respect of registered 
plans (other than multi-employer plans) are elaborated below: 


(1) Where a taxpayer belongs to two or more plans of an employer 
(other than multi-employer plans), his PAR is defined with respect to all 
plans together. This ensures that a PAR is not determined in a situation 
where benefits which are lost under one plan are replaced by benefits 
under another. 


(2) The total of the taxpayer’s PA and PSPA amounts in (a) includes 
the PA determined in respect of the taxpayer’s pensionable service in the 
year up to the date of termination. 


(3) A “single amount” is defined in subsection 147.1(1) of the Act to be 
an amount that cannot reasonably be considered to be one of a series of 
periodic payments. Two or more single amounts might be paid, for 
example, where a plan solvency test under pension benefits legislation 
prevents a full termination benefit from being paid in a single instal- 
ment. Where a termination benefit is paid in two or more instalments, 
PAR is not determined until the last instalment is paid. 


(4) In the case of a money purchase provision, a single amount will be 
associated with particular contributions made to the plan. The single 
amount is generally considered to relate to the period of pensionable 
service in which the contributions were made. 


(5) Where a single amount relates partly to pensionable service before 
1988 and partly to service in 1988 and subsequent years, only the 
portion of the payment which can reasonably be considered to relate to 
service after 1987 is deducted in determining PAR. For this purpose, a 
simple proration of the payment, based on the post-1987 proportion of 
the total period of service (years and fractions of years) will normally be 
acceptable. However, where the level of contributions under a money 
purchase provision or the rate of benefits under a defined benefit 
provision has not been uniform, or reasonably uniform, for all years 

of service, this should be recognized in determining the post-1987 
portion of the payment. 


(6) The portion of a single amount paid to a taxpayer that is deducted in 
determining PAR should not include any amount that is 


¢ a payment out of an actuarial surplus under a defined benefit 
provision, or 


e arefund of employee contributions, where benefits were not 
reduced as a consequence of the refund. 
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(7) Where an amount has been paid or is payable to a spouse or former 
spouse of an individual in connection with a division of property on 
marriage breakdown, the amount is deducted, in determining the 
individual’s PAR, to the extent that it would have been deducted if it 
had been paid to the taxpayer. An amount transferred on behalf of a 
spouse or former spouse in accordance with subsection 147.2(5) of the 
Act is similarly treated. 


(8) An amount transferred between defined benefit provisions of RPPs 
in accordance with subsection 147.2(3) is not deducted in calculating 
PAR. Conversely, such an amount does not serve to offset the provi- 
sional PSPA that arises in respect of benefits provided under the plan to 
which the amount is transferred. For further details, reference may be 
made to the commentary on section 7706. 


(9) Contrary to the original proposals announced on October 9, 1986, 
there is no seven year limit on the service in respect of which PAR is 
calculated. PAR is to be based on PAs and PSPAs in respect of the 
employer for all years beginning with 1988. This will permit service to 
be transferred between plans on a fair basis. It also means that, as a 
basis for reporting PARs, it will be sufficient to record a running total of 
PA and PSPA amounts reported for an individual under a plan, rather 
than having to maintain seven-year records of these amounts. 


An example of the calculation of a PAR follows. 


Example 27: A taxpayer terminates from the defined benefit plan of his 
employer on June 30, 1990 after five years of membership and transfers 
to an RRSP a termination payment of $6,000 in full satisfaction of his 
rights and interests to any benefits. The plan benefit rate was the same 
for all years of service. Assume that the sum of the taxpayer’s PAs in 
respect of the employer for the 2 |/2-year period including 1988, 1989 
and half of 1990 is $7,000. Result: the taxpayer’s PAR for 1990 in 
respect of the employer is $4,000, calculated as the sum of his PAs less 
the post-1987 portion of his termination payment. 


PAR = $7,000 — ($6,000 x 2.5) = $4,000. 
0 


Nn 


Subsection 7704(3) provides the rules for determining the PAR of a taxpayer 
for a calender year in respect of a multi-employer RPP and in respect of an 
employer. The PAR is nil except where the year is the particular year that 
includes the membership termination date of the taxpayer with respect to the 
plan (as determined under subsection 7704(6)). In the particular year, the 
PAR is determined as 


(a) the sum of the taxpayer’s PAs and PSPAs for the year or preceding 
years under the plan in respect of the employer 


less the sum of 
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(b) the total of all single amounts received by the taxpayer in satisfac- 
tion of all his rights to benefits under the plan, to the extent that the 
payment can reasonably be considered to relate to pensionable service 
with the employer after 1987, and 


(c) all single amounts transferred from the plan to RPPs or RRSPs on 
behalf of the taxpayer in accordance with the direct transfer rules in 
section 147.2 (other than transfers between defined benefit provisions 
under subsection 147.2(3)) to the extent that the amounts would have 
been included in paragraph (b) above if they had been paid to the 
taxpayer. 


Other than the fact that the PAR under this subsection is determined in 
respect of a single RPP which is a multi-employer plan, the PAR is analo- 
gous to the PAR determined under subsection 7704(2). Reference may be 
made to the commentary on that subsection. 


Subsection 7704(4) provides that for the purpose of determining the PARs of 
a taxpayer in respect of an employer the taxpayer’s PAs, pension credits and 
PSPAs in respect of the employer for his final year of membership in his 
employer’s plans are to be determined on the assumption that the year ended 
immediately before his membership termination date (as determined under 
subsection 7704(5) or (6) as the case may be). This rule is necessary because 
a PAR may be determined at any time in a year. 


Subsection 7704(5) provides that the membership termination date of a tax- 
payer in respect of an employer is the date on which the taxpayer ceases, 
otherwise by reason of death, to be a member of all RPPs (except multi- 
employer plans) and DPSPs in which his employer participates for his 
benefit. However, a membership termination date is not determined if the 
taxpayer has received any retirement benefits under any such RPP. A 
taxpayer does not cease to be a member of an RPP or DPSP until all 
amounts that are, or may become, payable to him have been paid. In 
particular, a taxpayer continues to be considered a member of a plan until 
all lump sum termination benefits to which he is entitled are paid to him. 


Subsection 7704(5) defines the membership termination date for three pur- 
poses. First, the membership termination date is used in subsection 7704(2) 
to establish the year for which a PAR is determined. Second, subsection 
147.4(4) of the Act requires a PAR to be reported within 60 days of the 
membership termination date of a taxpayer. Third, the date is relevant, 
under subsection 7706(4), for determining which amounts to include in a 
taxpayer’s provisional PAR. 


Subsection 7704(6) provides a separate determination of membership termi- 
nation date relating to multi-employer plans. In this case, the membership 

termination date of a taxpayer in respect of an employer is the date on which 
the taxpayer ceases, otherwise than by reason of death, to be a member of an 
RPP that is a multi-employer plan in which the employer participates for his 
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benefit. This membership termination date is used in subsection 7704(3) to 
establish the year for which a PAR in respect of a multi-employer plan is 
determined. Under subsection 147.4(5), the PAR must be reported within 60 
days of the membership termination date of the taxpayer. In other respects, 
the membership termination date relating to multi-employer plans is analo- 
gous to that determined under subsection 7704(5). Reference may be made 
to the commentary on that subsection. 


Section 7705 provides that, where a taxpayer contributes to an RPP in which 
more than one employer participates, 


(a) if the plan is a specified multi-employer plan and his contributions 
are made under the defined benefit provision of that plan, they shall 
be considered to be made in respect of his pensionable service with 
each employer who participates in the plan for his benefit in what- 
ever proportion is reasonable, and 


(b) if the plan is not a specified multi-employer plan and his contribu- 
tions are made under a defined benefit provision of the plan, the 
retirement benefits provided under the provision as a consequence 
of the payment of the contributions shall be considered to be in 
respect of his pensionable service with each employer who 
participates in the plan for his benefit in whatever proportion is 
reasonable. 


The purpose of this rule is to ensure that all member contributions or retire- 
ment benefits that arise as a consequence of such contributions, as the case 
may be, are taken into account in determining the PAs and PSPAs of the 
member. 


Certification in Respect of Additional Past Service Benefits 


Paragraph 147.1(3)(d) of the Act requires each RPP that has a defined 
benefit provision to include terms prohibiting the payment to a plan member 
of additional past service benefits in respect of pensionable service after 1987 
until a certification of the Minister of National Revenue has been obtained in 
respect of the benefits. In addition, contributions may not be made to the 
plan to fund the additional benefits until the application for certification has 
been made. However, certain benefits may be funded and paid without 
application for certification, as permitted by regulation. 


Subsection 7706(1) exempts benefits from the certification requirement if 
the associated provisional PSPA is nil. In any other case, subsection 7706(2) 
sets out the procedure and the condition for obtaining a certification. 
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The stipulation required by paragraph 147.1(3)(d) of the Act to be included 
in a plan with a defined benefit provision may exempt past service benefits 
from the certification requirement, as permitted by regulation. 


Subsection 7706(1) provides, for this purpose, that Ministerial certification is 
not required in cases where the taxpayer’s provisional PSPA associated with 
a past service event (as defined in subsection 7700(3) of the Regulations) 

is nil. 


Subsection 7706(2) applies for the purposes of paragraph 147.1(3)(d) of the 
Act, which is discussed above. Where a certification of the Minister of 
National Revenue is required before benefits provided in respect of a tax- 
payer under an RPP, as a consequence of a past service event as defined in 
subsection 7700(3) of the Regulations, may be paid, subsection 7706(2) pro- 
vides two rules. Under paragraph 7706(2)(a), application for certification 
must be made in prescribed form either by the plan administrator or the tax- 
payer’s employer. Under paragraph 7706(2)(b), the Minister may not make 
a certification unless, at the time of the certification, the provisional PSPA of 
the taxpayer associated with the past service event as a consequence of which 
the benefits are provided does not exceed 


(i) the aggregate of 
(A) $8,000, 


(B) the taxpayer’s unused RRSP deduction room at the end of the 
previous year, 


(C) any PARs of the taxpayer reported in the year and before the 
time of the certification, 


(D) any provisional PARs of the taxpayer reported for the purpose 
of the certification (as determined under subsections 7706(4) 
and (5)), 


(E) certain transfers from other registered plans made for the pur- 
pose of the certification or prior certifications in the year (referred 
to as qualifying transfers and PSPA transfers, and determined 
under subsections 7706(6) and (7) respectively), and 


(F) certain withdrawals from RRSPs made for the purpose of the 
certification or prior certifications in the year (referred to as quali- 
fying withdrawals and PSPA withdrawals, and determined under 
subsections 7706(8) and (10) respectively), 


minus 


(ii) the taxpayer’s total certified PSPAs for the year as of the time of the 
certification. 


Total Certified PSPAs 
ITR 
7706(3) 


Provisional PAR — Registered 
Plans (Other than Multi- 
Employer Plans) 


ITR 
7706(4) 


Provisional PAR — Multi- 
Employer Plan 

ITR 

7706(S) 


In the simplest case, the condition for certification in paragraph 7706(2)(b) 
is satisfied if the provisional PSPA of a taxpayer, associated with a past ser- 
vice event, does not exceed the taxpayer’s unused RRSP deduction room at 
the end of the previous year by more than $8,000. The allowance for a short- 
fall of RRSP room of $8,000 reflects the fact that the taxpayer’s RRSP 
deduction limit for the year of the certification is not fully taken into 
account. In addition, the unused RRSP deduction room and the $8,000 
allowance may be supplemented by PARs, amounts transferred from RRSPs, 
DPSPs or money purchase provisions of RPPs, and by amounts withdrawn 
from RRSPs. Some examples of the application of this condition are 
provided following the commentary on subsection 7706(11). 


Subsection 7706(3) defines, for the purposes of subsection 7706(2) and the 
definition of net PSPA in subsection 204.2(1.3) of the Act, the total certified 
PSPAs of a taxpayer for a year, determined as of a particular time in the 
year. This amount is equal to the sum of the certified PSPAs of the taxpayer 
associated with certifications made earlier in the year. A certified PSPA is 
defined, in subsection 7703(2), to be the provisional PSPA that satisfied the 
condition in paragraph 7706(2)(b) at the time of a certification. : 


Subsection 7706(4) defines the provisional PAR of a taxpayer in respect of 
an employer, determined as of a particular time for the purposes of a certifi- 
cation under subsection 7706(2). The provisional PAR of a taxpayer is nil 
except in the situation where one or more single amounts remain to be paid 
or transferred from a defined benefit provision of an RPP, and all or a part of 
the funds will be transferred, in accordance with subsection 147.2(3), to fund 
the benefits in respect of which the certification is requested. Since the pay- 
ment of benefits under the second plan is conditional on a certification under 
subsection 7706(2), the agreement to transfer an amount to fund the benefits 
must also be conditional on the certification, and the PAR must be 
provisional. 


Subsection 7706(4) defines the provisional PAR to be the amount that could 
reasonably be expected to be the taxpayer’s PAR for the year, in respect of 
registered plans (other than multi-employer plans) and in respect of the 
employer, if all the single amounts referred to above were paid or transferred 
immediately after the certification. Subsection 7706(4) requires that all the 
single amounts be paid or transferred within 60 days after the certification is 
received by the applicant and requires that the membership termination date 
of the taxpayer, as determined under subsection 7704(5), be the date on 
which the last of the single amounts is paid or transferred. 


Subsection 7706(5) defines the provisional PAR of a taxpayer in respect of a 
multi-employer plan and in respect of an employer, determined as of a par- 

ticular time for the purposes of a certification under subsection 7706(2). The 
definition is parallel to that set out in subsection 7706(4) for plans other than 
multi-employer plans with modifications reflecting that the plan involved is a 
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Qualifying Transfers 
ITR 
7706(6) 


PSPA Transfers 
ITR 
7706(7) 
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multi-employer plan. Reference may be made to the commentary on 
subsection 7706(4). 


Subsection 7706(6) defines, for the purposes of a certification requested 
under subsection 7706(2), the amount of a taxpayer’s qualifying transfers. In 
general terms, this is the additional room which is created for a provisional 
PSPA by the transfer of amounts between registered plans. Such transfers 
represent, in effect, a shift from plan to plan of amounts which are already 
tax-sheltered, and so it is appropriate to apply them to offset the provisional 
PSPA associated with the crediting of past service benefits. 


The amount of a taxpayer’s qualifying transfers is equal to the sum of 
amounts transferred in accordance with subsections 146(16) (transfers from 
RRSPs), 147(19) (transfers from DPSPs), 147.2(2) (transfers from money 
purchase to defined benefit provisions of RPPs) and 147.2(5) to (7) (trans- 
fers between RPPs in special situations such as marriage breakdown) of the 
Act to fund benefits in respect of which a certification is sought. An overall 
limit is imposed equal to the provisional PSPA for the purposes of the certifi- 
cation. This limit prevents transfers which are relevant for one certification 
from creating room for the purposes of another certification in the same year. 


Transfers from a defined benefit provision of one RPP to a defined benefit 
provision of another in accordance with subsection 147.2(3) of the Act are 
not included as qualifying transfers. This is consistent with the omission of 
such transfers from the amounts which are deducted in calculating PAR. 
Thus, where a taxpayer transfers from one defined benefit plan to another, 
the certification of past service benefits credited to him under the new plan 
does not depend directly on the amounts transferred between the plans in 
connection with the transfer. 


In certain situations, the application of transfers from a money purchase 
provision to obtain certification of past service benefits under a defined ben- 
efit provision could result in unintended tax assistance. Of particular concern 
would be the application of a large accumulation of money purchase benefits 
to obtain many years of past service benefits in late career where the PSPA 
significantly understates the true value of the benefits. Accordingly, it is pro- 
posed to limit the amount of transfers under subsection 147.2(2) which can 
be applied as qualifying transfers to obtain certification of past service 
benefits under subsection 7706(2) of the Regulations. The limit under con- 
sideration is seven times the money purchase limit for the year and would 
only apply where the taxpayer has attained the age of 50 on or before the 
time of the application for certification of the past service benefits. 


Subsection 7706(7) defines, for the purposes of subsection 7706(2) and the 
definition of “net PSPA” in paragraph 146(1)(d.1) and subsection 
204.2(1.3) of the Act, the amount of a taxpayer’s PSPA transfers, deter- 
mined as of a particular time in a year. This amount is simply the sum of the 


qualifying transfers for the purposes of certifications made in the year and 
before the particular time. Where no certification has been made in respect 
of the taxpayer in a year, the amount of PSPA transfers is nil. 


Qualifying Withdrawals Subsection 7706(8) defines, for the purposes of a certification requested 
ITR . A aoe 
7106(8) under subsection 7706(2), the amount of a taxpayer’s qualifying 


withdrawals. In general terms, this is the additional room which is created 
for a provisional PSPA of the taxpayer by the withdrawal of amounts from 
RRSPs. In effect, a taxpayer is permitted, under the PA system, to 
exchange RRSP funds for defined benefit pension credits. 


A withdrawal can be designated for the purposes of a certification if it is 
made in the year of the certification or in the immediately preceding year 
and if subsection 7706(9) does not prohibit its designation. The designation is 
made by filing a prescribed form with the Minister of National Revenue. 


The amount of a taxpayer’s qualifying withdrawals for the purposes of a 
certification is equal to the lesser of 


e the total withdrawals he has designated for purposes of the certification, 
and 


e the smallest amount of withdrawals that would have been necessary to 
obtain the certification if the additional $8,000 of room were not 
included in subsection 7706(2). 


Amount Eligible for Subsection 7706(9) provides that certain amounts withdrawn by a taxpayer 
ena from an RRSP are not eligible to be designated for the purposes of a certifi- 
7106(9) cation under 7706(2). A withdrawal is not eligible if the taxpayer has already 


designated it for the purposes of any other certification, or if he has claimed 
a deduction in respect of the withdrawal in computing his income — for exam- 
ple, under section 60.2 (withdrawal of additional voluntary contributions 
transferred to an RRSP) or subsection 146(8.2) (withdrawal of excess contri- 
butions). In addition, a withdrawal is not eligible to the extent that the tax- 
payer has any undeducted RRSP premiums as determined under subsection 
204.2(1.2) of the Act. In general terms, undeducted RRSP premiums are 
premiums that the taxpayer has paid to RRSPs but has not yet deducted. 


PSPA Withdrawals Subsection 7706(10) defines, for the purposes of subsection 7706(2) 
fs and the definition of “net PSPA” in paragraph 146(1)(d.1) and 
tO) subsection 204.2(1.3) of the Act, the amount of a taxpayer’s PSPA with- 


drawals, determined as of a particular time in a year. This amount is the sum 
of the qualifying withdrawals for the purposes of certifications made in the 
year and before the particular time. Where no certifications have been made 
in respect of the taxpayer in a year, the amount of PSPA withdrawals is nil. 


Prescribed Withdrawal Subsection 7706(11) prescribes, for the purposes of subsection 146(18) of the 
ITR Act, certain amounts withdrawn by a taxpayer from an RRSP. A withdrawal 
OS ay is prescribed if it is designated for the purposes of a certification made by the 
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Minister of National Revenue under subsection 7706(2). Subsection 146(18) 
of the Act prohibits the deduction of prescribed withdrawals. In particular, 
such amounts are not deductible under subsection 146(8.2) of the Act. The 
combined result of subsections 7706(9) and subsection 146(18) of the Act is 
that an RRSP withdrawal may either be deducted in computing income or 
designated for the purposes of a certification, but not both. 


Several examples of the application of the PSPA certification condition 
follow. 


Example 28: As in example 17, a taxpayer becomes eligible for past 
service benefits under a supplementary defined benefit RPP as of 
January 1, 1992. The provisional PSPA for the benefits is $4,000. 
Assuming that the taxpayer’s unused RRSP deduction room at the end 
of 1991 is nil and that he has no PARs, provisional PARs, qualifying 
transfers, qualifying withdrawals or certified PSPAs, the provisional 
PSPA will be certified because it is less than the $8,000 allowance in 
clause 7706(2)(b)(i)(A). As a result of the certification, the provisional 
PSPA becomes a certified PSPA and is deducted in determining the tax- 
payer’s RRSP deduction limit for the year and his unused RRSP deduc- 
tion room at the end of the year. 


Example 29: As in example 18, a taxpayer quits an RPP and transfers his 
termination benefit to an RRSP. Later he rejoins the plan and seeks to 
re-establish his pension benefits in respect of the earlier years of service. 
Assume that the provisional PSPA in respect of the benefits is $12,000 
and that the employer requires the taxpayer to contribute $13,000 to the 
plan to re-establish the service credits. 


As a qualifying transfer as defined in subsection 7706(6), the taxpayer 
can transfer up to $12,000 (the amount of the provisional PSPA) from 
an RRSP to fund the benefits associated with the provisional PSPA. 
(The funds could also be transferred from a DPSP or money purchase 
RPP.) Such a transfer enters into the amount in paragraph 7706(2)(b) 
against which the provisional PSPA is compared in the certification test. 
Assume that the taxpayer transfers $10,000 from an RRSP as part of 
his required contribution to the plan. Assume also that the taxpayer’s 
unused RRSP deduction room is nil and that he has no PARs, provi- 
sional PARs, qualifying withdrawals or certified PSPAs. The condition 
of certification will then be met since the amount under 

paragraph 7706(2)(b), $18,000 (= $8,000 + $10,000), exceeds the 
provisional PSPA of $12,000. 


As a result of the certification, the provisional PSPA becomes a certified 
PSPA. Assuming he has had no other qualifying transfers in the year, 
the taxpayer’s qualifying transfer becomes his PSPA transfers as 
defined in subsection 7706(7). For purposes of his RRSP deduction limit 
for the year, his “net PSPA” as defined in paragraph 146(1)(d.1) of the 
Act is $2,000, the difference between the certified PSPA and his PSPA 


transfers. The taxpayer is also required to make an additional contribu- 
tion to the plan of $3,000 (= $13,000 — the transfer of $10,000). This 
amount is deductible in the year it is made under paragraph 147.5(4)(a) 
of the Act. 


Example 30: In 1999, a plan providing defined benefits of 1 per cent of 
final average earnings per year of service is upgraded retroactively to 
provide benefits at a rate of 1.5 per cent of final average earnings per 
year of service. For a particular taxpayer, the resulting PSPA is 
$27,000. Assume that the taxpayer has unused RRSP deduction room of 
$12,000 as of the end of the previous year and that he has no PARs, 
provisional PARs, qualifying transfers or certified PSPAs. As the provi- 
sional PSPA of $27,000 exceeds the sum of $8,000 plus the taxpayer’s 
unused RRSP deduction room of $12,000, the past service benefits can- 
not be certified unless the taxpayer makes a qualifying withdrawal of 
$7,000 from an RRSP or RRSPs. This is also the maximum amount 
which the taxpayer can designate as a qualifying withdrawal. 


Assume that the withdrawal is made and the benefits are certified. The 
provisional PSPA becomes a certified PSPA, the qualifying withdrawal 
becomes the taxpayer’s PSPA withdrawals (as defined in paragraph 
7706(10) and assuming that this was the only such withdrawal in the 
year), and the resulting “net PSPA” is $20,000 (= $27,000 — $7,000). 


Example 31: On changing employment, a taxpayer seeks to exchange 
pension benefits under one defined benefit plan (plan A) for benefits 
under another defined benefit plan (plan B). Plan A provides benefits of 
1.8 per cent of final average earnings per year of service, integrated with 
CPP/QPP, while plan B provides benefits of 2.0 per cent of final average 
earnings per year of service, also integrated with CPP/QPP. The tax- 
payer has eight years of service under plan A and wishes to obtain cred- 
its for the same service under B. Assume that the sum of PAs for the 
eight years of service under A is $44,000 and that the provisional PSPA 
for the same service under B is $54,000. Assume that the taxpayer 
receives a termination benefit of $30,000 from plan A and is required to 
contribute $38,000 to obtain the desired pension benefits under B. 
Finally, assume that the taxpayer has unused RRSP deduction room of 
$6,000 at the end of the previous year and no PARs or certified PSPAs. 


If the taxpayer transfers his $30,000 termination benefit to plan B, his 
provisional PAR from plan A, as defined in subsection 7706(4), will be 
$44,000 (since transfers between defined benefit provisions of RPPs are 
not deducted in determining PAR). The condition for certification of the 
benefits will be met since the provisional PSPA of $54,000 is exceeded 
by the paragraph 7706(2)(b) amount, which is $58,000 (= $8,000 + 
$6,000 + $44,000). Pursuant to the certification of the benefits, the 
provisional PSPA becomes a certified PSPA and the provisional PAR 
becomes PAR. If there were no further changes, the taxpayer’s unused 
RRSP deduction room at the end of the year of the certification would 
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be — $4,000 (= $6,000 + $44,000 — $54,000). This drop of $10,000 in 
his unused RRSP deduction room reflects the gain in the value of 
benefits as measured by the differences in PAs under plan A and plan B. 
The additional $8,000 in contributions that the taxpayer is required to 
make to plan B (over and above the transfer of $30,000) are deductible 
in the year they are made under paragraph 147.5(4)(a) of the Act. 


Example 32: In this example, the facts are the same as in example 31 
except that the taxpayer moves from plan B to plan A. In this case, the 
provisional PSPA is $44,000 and the termination benefit from B is 
$38,000. The required employee contributions to buy the past service 
under plan A total $30,000. The taxpayer transfers this portion of his 
termination benefit to plan A and transfers the $8,000 balance to an 
RRSP. (It is assumed that the prescribed amount in subsection 147.2(4) 
exceeds the $38,000 termination benefit.) Again, the taxpayer has 
unused RRSP deduction room of $6,000 at the end of the previous year. 


Under these circumstances, the provisional PAR of the taxpayer is 
$46,000 (= $54,000. — the $8,000 transfer to an RRSP). The past ser- 
vice benefits can be certified since the provisional PSPA of $44,000 is 
exceeded by the paragraph 7706(2)(b) amount of $60,000 (= $8,000 + 
$6,000 + $46,000). The difference between the PAR of $46,000 and the 
certified PSPA of $44,000 represents a net increase in unused RRSP 
room of $2,000. This gain plus the RRSP transfer of $8,000 matches the 
$10,000 decline in the PA-value of the past service benefits. 


Methods Acceptable to Minister 


Section 7707 provides that, subject to the rules in proposed Part LX XVII of 
the Regulations, all PAs, PSPAs and total PARs shall be determined using 
methods that are acceptable to the Minister of National Revenue. This 
requirement extends to intermediate calculations such as the calculation of 
benefit accruals and redetermined benefit entitlements. This residual discre- 
tion is left to the Minister in recognition of the fact that it is not practical or 
desirable for the regulations to cover all possible circumstances affecting 
these calculations. Where important issues arise, it is intended that additional 
rules will be added to the regulations to limit the need for Ministerial 
discretion. 


Rounding of Amounts 


Section 7708 provides that pension credits, provisional PSPAs and PARs are 
to be rounded to the nearest dollar. 
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